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shall round up the whole discussion with an examina 
tion of the various activities undertaken by the state in 
India, including the problems of public finance, the 
problems of economic planning etc The scope of the 
subject is thus leiy wide Indian economics is not only 
a positive study , it is also a normative science wherein 
we analyse the various alternative proposals for the 
reform and improvement of the economic organisation 



CHAPTER 2 
NATURAL RESOURCES 

We shall now study the natural re'iourees of India 
These form the basis of all economic activities The 
■wealth of a country depends on the natural resources 
available in that country, and on the efforts made by the 
people in utilising those resource'^! Tliere are places 
where Nature is so bountiful in her gifts that a small 
effort -will yield a large produce On the other hand, 
there are places like the Sahara desert, where Nature 
is so unkind that a civilised life is impossible Much 
depends, therefore, on the geographical location of a 
country, its soils and minerals, its climate and other 
factors 

What are the natural resources of India ’ India has 
an area of 1 26 million square nules almost equal to 
Europe -without Russia and France Huge in size, <5110 
IS also advantageously situated as she stands at the 
centre of important trade routes both from Europe and 
the Far Eastern coimtnes She can trade easily with 
Japan and China, Iran and Russia, Egypt and South 
Africa England and Prance She has about 4,300 nules 
of coast line But unfortunately, she possesses only a 
fev. good harbours As a result, the number of good 
ports IS small , and the bulk of her foreign trade is con 
ducted through three ports, — Calcutta, Bombay, and 
kladras In recent tunes other ports have been opened 
Natural Divisions Geologically, India has been 
dnided into three distmet parts At the extreme north 
stand tie Simai'ayas, confaming the 
Himalayas tallest mountains in the world The 

contribution of the Himalayas to the 
Indian economic life is immense The Himalayan 
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mountains affect the cUtnate as they protect India from 
the dry ^Vlnds of central Asia, and also prevent the 
raoistnre bearing clouds of the Indian ocean from going 
fuither north The perpetual snows of these mountains 
feed the great n\ ers of India In this way the Himalayas 
help in fertilising our soil There are large areas of 
forests in these hills There are numerous waterfalls in 
tlie Himalayas IVben these are properly utilised for 
generating hj dro electricity, way would be open for 
large scale de\ elopment of industries and agriculture in 
our country These supply us with 
■valuable timber like deodar, fir etc 
Below the Himalayas lie the vast Indo 
Ganqetic plains, stretching between the Himalayas and 
the Vindhja Hills This area contains rich, fertile soils 
of high agricultunl \alue, fed by the waters of three 
great rivers Almost every kind of agricultural produce 
IS grown in these parts, — ^wheat, millet, barley, sugar 
cane, oilseeds, nee and jute, etc This area has been 
the home of Ar>an civilisation, and is now regarded as 
one of the most important agricultural regions of the 
world The remaining portion, which is the oldest part 
of India, 13 called the Deccan plateau Its shape is like 
an imerted triangle, two sides of which 
Deccan plateau Contain two mountain langes, — the 
Eastern and Western Ghat mountains 
It also grows a large variety of agricultural crops, and 
IS rich in mineral products 

Soils A study of the composition of «oils of a 
country is highly important Tlie character of soils 
detemniies to a large extent the deve 
Alluvial soils lopment of agriculture India contaiii« 
thiee important varietieb of soils Slost 
important of them are the alluiied soils, formed by the 
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aliuYi'in deposits of the great rivers The«e =oils are 
fotmd in the greater pU-t of W Bengal A'=‘=ain TJ P , 
Gnjarat, Rajasthan, tlie Punjab and the Eastern and 
Western coast strips of the Deccan These '^oils aie very 
nch in chemical composition, and are agriculturally the 
most important With a -srell distributed rainfall, they 
can groTc a large vanetv of crop« 

The next important i ariety is the ti ap soils These 
extend over practicalh the •whole of the Deccan and 
the greater part of Bombay Benr the 
Trap soils ^ estem part of the Madhya Pradesh 

and Hvderabad The<»e soils are «nit 
able for grovnng a large variety of crops like ^^he^t, 
mdlets pul'es cotton etc Black cotton so2}s fall in 
this group These are called black because of their 
colour and grow largo amounts of cotton This vaiiety 
of soil IS found m a large part of the Deccan Bombay, 
Berar Hyderabad the Madhya Pradesh It is very 
suitable for the growth of cotton A large variety of 
crops like wheat jowar bajra and puhes is also grown 
in these soils 

The third vanetv is known a*; the c) ifstalhne wils 
The«€ cover almost the whole of Madn*: Jfycore '^outh 
east portion of Bombav the eastern part 
Crystalline soils of tlie Mndliya Prade'^h and Hyderabad 
The««e soils differ -widely in chemical 
and physical propertie" The«e are however not «o 
fertile as the former two %aneties and aie generally poor 
in chemical properties With a good water supplv, 
these can grow nee and other crops 

'Mature has thus ble«!sed India with different types 
of soils suitable for the growth of almost all kinds of 
foodstuffs and ra-w matenals But unfortunately there 
IS one important defect The ^oils are comparatively 
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dry and therefore require a good supply of -water The 
natural source’ for the supply of w’ater 
But our soils are India IS the monsoons It is neces 
sary therefore, to study the character 
and the importance of monsoons 

Monsoons The literal meaning of “monsoons” is 
the rever'sal of air currents In ordinary language, the 
■word refers to the moisture laden winds which come over 
India from the Indian ocean during certain periods of 
the vear and -which fall as rams over these places India 
has two monsoons — the South West 
S W Monsoon and the North E^st monsoon The 
Sotdh West monsooii blows over India 
from the month of June to September It comes in two 
currents, the Arabian sea Current and the Bay of Bengal 
Current The Arabian Sea Current suppbes rains to 
Bombay, the Punjab and the Madhya Pradesh The 
Bay of Bengal Current gives rainfall to Assam, W 
engal, Bihar, Orissa and the UP This monsoon is 
eonoimcally the most important as it supplies nearly 
90 per cent of the total rainfall m India The North 
East monsoon gives rainfall during 
N E Monsoon the Winter As these currents come 
from the land, they do not contain 
much moisture Hence they supply barely 10 per cent 
of the total rainfall, mostly to Madras, Berar, Hyderabad, 
the Punjab and some parts of the Madhya Pradesh and 
Bombay 


The monsoons do not supply the same quantity of 
rain's to the different parts of India Some parts like 

, , . Assam, eastern and lo-wer Bengal, the 

JM£vis«ins do nol ’ ,, , , 

supply rams equ western coast strips usually get large 
ally to all parts amounts of rainfall Cherrapunji in 
Assam gets 460 inches of rainfall throughout the 
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Areas of certain 
rainfall 


year West Bengal, Bihar, Orissa and the XT P. 
get about 70 inches of rainfaU On the opposite 
side, there are places which scarcely get 
any rains Western Rajasthan belongs 
to this group Cultivation is impossible 
ii these places without irngation Other places stand 
midwaj between these two extremes 
Bombay (excluding tlie Western Ghats) 
Ajmer, Baroda, the region from Amrit 
sai to Allahabad get about 10 to 30 inches of rainfall 


The serious trouble with the monsoons is that, like 
a capricious mistress, they are “unreliable and full of 
tucks” One can never be sure whether the mistress 
iR in kind moods, showering ble«sings upon e%erybodv, 
01 in one of her worst moods In one year it may rain 
too much and the next year there maj be too little rams 
One vear the rams may come early, and take a hastv 
departure Next year they may come early, but linger 
a long time like an unwelcome guest Aon never know 
where vou stand with the monsoons That is why the 
whole country with its perspiring population and the 
thirsty lands anxiously awaits the arrival of the raon 
eoons Will the rams fall timely, and in sufficient 
quantities ’ So much of India depend"* on those drops 
of water 


Economic effects of monsoons This is obvious 
when oue remembers that the vast majority of the people 
aie agriculturists The soils of India are comparatively 
Good rainfall m ‘^ry and requite a good water supply 
Some crops tike rice and sugar cane 
need a large amount of water Good 
monsoons mean an abundant supply of 
water for these crops Smiling crops 
bring jov to the heart of the work worn cultivator He 


creases tfie pros 
penty of e^ety 
body, e g culti 
valors, Zemin 
dars 
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'mW have enough for his family The Zemindar and the 
moneylender will be happy too, as they will collect their 
dues without difficulty The cultivator has now more 
money He will spend freely He will 
Manufacturejs buy sarees for his wife and a dress for 
his baby The manufacturing indus 
tiies vail, therefore, prosper as these will be able to sell 
more goods to the cultivators The jute null owner will 
get more jute , the sugar factory vill 
Merchants have sugar caue , the cotton mills vill 

purchase raw cotton, — all in sufficient 
quantities at comparatively low prices The merchants 
engaged in the export trade will be glad as they can 
send large quantities of jnte, raw cotton 
Hallways and other crops to foreign countries 

The lailwajs carry more goods and so 
earn good profits, a large part of nhich goes to the 
government The government gets more revenues 
as the trade and industries expand 
Government and agriculture flourishes The pros 
pentj of every Indian is linhed 
with the mon‘'Oons 

Though good rainfall means prosperity, there is 
hardly a year when at lea<!t a partial failure of rams 
does not occur in some part or other of this vast land 
If the 1 ains do not come, it is a bad day for ev erybody 
Poor crops mean poor cultivators The 
Effect of a masses whose incomes have fallen will 
failure of mon manufactured goods The 

industries will, therefore, suffer The 
export trade will fall off as there are no crops to send 
T.lw aTA’Jwiiyj’ naxu Ji»ss than hefare Thp ^nyammeaij' 
■<=ulfers eenou«lj Thev will have to grant remissions of 
land revenue to the cultivators who are unable to pay 
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anything They yrill get ^mailer revenue from the 
ratl'ways and the cu'^tom*? On the other Innd, their 
expenditure vill mcrea'se as they will have to spend 
money in giiing relief to the famine stricken population 
The budget of the go\ernment, therefore, depends upon 
the monsoons No wonder that everybody in India looks 
to the sky during the hot session 

Mineral Resources AVe shall next study the avail 
able resources of our conntrj The economic importance 
of a country depend**, to a great extent, on the minerals 
located m that country 

Our principal minerals are coal, iron, manganese, 
mica, copper, gold, oil, salt, limestone, etc 

We produce ever\ year about 36 million tons of 
coal This IS not a large output The consumption of 
coal per head in India is only 07 tons 
Coal against 4 75 tons in the USA The 

latter country produces 456 million tons 
eieu Near The Draft Second Plan proposes to raise 
the output of coal to 60 m tons per year About 82 per 
cent of the output i** produced in Bihar and West Bengal, 
and the mo'^t important mines are located at Jheria, 
Ramgani Gindzh -lud Daltongun;j Tlie other important 
sources are the Smgeraiu mines in Hyderabad, the 
Aladhya Pradesh, Sladhya Bharat, and Assam Small 
amounts of inferior quality coil are also produced from 
the mines of the Punjab It has been estimated that tlie 
total amount of coal contained in the mines will last ns, 
-at the pre-ent rate of constmiptiou, for about 225 years 
more Hence it is neces<5iry to conserve the use of coal 
The main trouble is that practically all coal is eoncen 
trated in the eastern parts of India , the western and 
southern parts do not possess any mine The importance 
of coal for industrial purposes is obvious Coal and iron 
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he at the basis of all industnes Coal provides the 
power which drives the railways, steamships, the steam 
engines, etc England’s industnal supremacy has been 
due to a large extent to lier possession of coal The 
might of Germany was built round coal and iron 

India possesses the world's largest reserve of high 
grade iron ore These ores are chieily found in Singh 
hhum, Keonjhar, Bonai and llayurbhanj 
Iron States of Onssa, Barakar in Bengal 

The Madhya Pradesh Bombay, Mysore, 
Aladras and the Madhya Bharat also possess ores of 
good quality At the present moment, only the ores in 
Orissa, Bihar, 'W Bengal and Mysore are being worked , 
others cannot be norked owing to the absence of coal 
and limestone in the neighbourhood We produce 
annually 2,00,000 tons of pig iron and the output 
increasing every year The Draft Second Plan proposes 
to increase the output of pig iron to 7 lakh tons per year 
A portion of the output of pig iron is exported to other 
countries The iron and steel industry which is built 
round iron ores and coal is one of the most important 
basic indiistrj The development of all other industries 
is dependent to some extent on this industry In spite 
of such resources, our actual output of steel is small We 
produce about 2% of the world’"! output as again'^t 4^% 
produced by the USA The Draft Second Plan has 
provided for increasing the output of finished steel from 
1 3 million tons in 1955 56 to 4 5 million tons in 1960 61 
India IS one of the two mam producers of Manrja 
itese in the world, the other country being Russia The 
principal deposits are found in the 
Manganese ifadhya Fratfesfi Bihar, Crissa, ifysore 

Madras and Bombay also contain large 
deposit"! It 1 "! used chiefly m glass making, and in the 
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prodnction of steel, heavy chemicals and electrical 
goods Though Indian ores are richer than the Russian 
ores, no «enous attempt has been made to utilise the 
ores for manufacturing purposes Tliese are uufortu 
nately exported in the raw state to foreign countnes 
The output of manganese is also to be increased from 
14m tons in 1955 56 to 2 nuUion ton?, in 1960 61 

India IS the world’s largest producer of mica which 
IS es'^ential in the electrical industry, m wireless tele 
graphy, motor transport, steam engmes, 
ilica etc The chief sources of production 

are the Hazaribagh, Gaya, Munghyr 
districts and Gindih in Bdiar where 80 per cent of the 
world’s requirement of better grade nuca is produced 
This area supplies nearly 80 per cent of the world’s 
requirement of better quality mica The other sources 
are Nellore m Madras and Rajasthan But as in the case 
of manganese, mica is exported m the raw state to foreign 
countnes Consumption in India is comparatively small 
as we do not possess an electncal industry 

Copper IS produced in Singhbhum in Bihar, but 
there are copper deposits m Madras, 
Copper Garhwal and Almora m the V P , and 

in Rajasthan Our production of copper 
IS, howe\er, very small Gold is produced from the 
Kolar fields lu Mysore, and at Hutti in 
Gold Hyderabad We produce every year 

about 3,50,000 ounces of gold Small 
quantities of silver are also produced in the Kolar fields 
sa^er are no known deposits of silver 

in India 

Salt IS produced from the brine water of the Sambhar 
Salt, “ Rajasthan and by the evapora 

tion of sea water in other coastal state 
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Oil IS produced m Digl)Oi in Assam But our oil 
resources are very insufficient We do 
not produce eien 1 per cent of the 
world’s output of oil 

There are also good supplies of bauxite (from Mhich 
aluminium is produced), chromium, illmemte, china 
clay, diamond, graphite, salt petre, etc During the 
Second Plan period, the production of bauxite ivill be 
increased from 80,000 tons m 1955 56 to 175,000 tons in 
1960 61 

This survej shows that we are not so fortunate in 
minerals We do not produce, for example, lead, zinc, 
tin, nickel, wolfram, etc Petrol is practically non 
existent But no country in the world is self sufficient 
in all the minerals Our position is favourable with 
regard to the basic metals, like iron, manganese, mica, 
bauxite, etc Another serious defect is that Indians 
have taken very little part in developing these mineral'* 

Power resources Power is mostly derived from 
coal, oil or water falls We already know our coal and 
oil resources The difficulty -y^ith our 
CoaI coal is that it is not evenly distributed 

over the whole country With regard 
to oil, we do not possess any important oil fields Our 
total production of oil in Digboi is 
Oil scarcely equal to '1 per cent of the 

world output Efforts should be made 
to remedy this defect by producing power alcohol from 
molasses, a by product of white sugar, and to manufac 
ture synthetic petrol from low grade coal The other 
important source of jiower is hydro electricity At the 
present moment, hydro eleotno power has been deve 
loped in the following places , Bombay contains three 
greatest hydro electric undertaking'*,— the Tata Hydro 
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electric Power Supply Co> the Andhra Valley Power 
Supply Co , and the Tata Power Co 
Hyddrcy-electn Ltd, all operated hy Tata Sons and 

city Ltd In Madras, there are three under- 

takings, the Pykara Scheme, the Mettur 
Hydro electric Scheme, and the Papana'^ain Hydro 
electric Scheme The Mettur Stanley Dam cons 
tructed in connection with the ‘second scheme, i& 
one of the largest structures of its kind in India 
In the Punjab, the government is operating the 
Mandi Hydro electric Scheme, and is supplying electri- 
city to about 60 towns and villages In the U P , the 
(ranges Canal Hydro-electric Grid supplies power at 
cheap rates to some 93 towns in 4 districts in the west 
of the state and to Seliahdara in Delln The Grid 
also provides energy for irrigation pumping from rivers 
and open and tube wells The hydro electric plant at 
Sivasamudram lu Mysore supplies electricity to the 
Kolar gold fields, Mysore and Bangalore cities and 2,000 
other towns and villages m Mysore The Kashmir 
Durbar has also established another plant on the rivet 
Jhelum. The Hyderabad State has also started several 
hydro electric schemes But on the whole, the develop 
ment of hydio electricity has not progressed very much 
It has been, estimated by experts that our resources m 
hydro electricity amount to about 27 million kilowatts 
But uptill now our total production amounts to only 5 S 
million kilowatts in 1951 52 Per capita consumption 
of electricity is only 7 units in India as against 2000 
uiuts lu Canada, 1100 units lu Sweden and 600 units in 
England Even a backward country like Jlexico has a 
per eipita: consumption of 120 units Among states, 
Bombav is now the largest producer of hydro electneity, 
followed next by the Punjab, iladras and tlie TJ P. The 
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development of hydro electneity is essential on account 
of the fact that we are deficient in both coal and oil, two 
other sources of power In fact, our industrial progress 
■depends to a large extent on the development of hydro 
electricity This will enable us to obtain power at a 
•cheap rate to run the industries There is an immense 
scope for the de\eIopment of hydro electricity out of 
the many waterfalls of iidia It is necessary to develop 
these as the supply of cheap electricity will help the 
development of industries Hence it has been proposed 
to increase the output of electricity from 3 5 million k w 
for 1955 56 to 6 8 ra k w in 1960 61 

Agncultural crops As India possesses soils and 
climates of almost all types, she normally grows a large 
vanety of crops These have been usually divided into 
two classes, — food crops and non food crops In 1954 
fi5 the total cropped area in India was 350 million acres 
■of which food crops were grown over 270 million acres ; 
■t e , about 77 per cent is under food crops, that under 
commercial crops was 60 m acres, * ^ , about 17 per cenl 
of the total 

Food crops Among the food crops, rtce stands first 
as nearly 35 0 per cent of the total sown area (te,723 
million acres) is cultivated under rice 
in the different States 20 77 m acres 
in Bengal, 9 2m acres in Bihar, 10'74 
m acres in Madras, 7 29 m acres in the UP, 5'87 m 
acres in the Madhva Pradesh, about 5 m atjres in Assam 
and Orissa, and 1*9 m acres in Bombay are cultivated 
under rice It is the staple food in Bengal, Assam, 
Orissa and Madras Though such a large area is devoted 
to nee, India’s total output of nee (about 23*77m tons 
in 1955 56) is not sufficient for her requirements, and she 
has to import large quantities of nee from Burma and 
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other coroitne'; She al«o exports small quantities of 
nee (ahout one per cent of lier production) to Ceylon, 
Arabia and other African territories 

The next important crop is wheat which occupies 
•only 10 7 per cent of the total area sown (?, e , 26 84 m. 

areas) 9 88 m acres in the Punjab, 
Wheat and 7*94 m acres in Bombay are cnlti 

vated under wheat India produces 
about 10 per cent of the world’s production of wheat, 
occupying the fifth position in point of importance It 
IS the staple food in the Punjab, the U P , Bombay, etc. 
India produced about 8 5 m tons of wheat in 1954-55 
Considerable quantities of wheat have to be imported 
from Australia, Canada, the U S A and other countries 
The other food crops are Barley used as food both 
for man and cattle It is grown chiefly 
Bar]«y 111 the UP (3 77 m acres), Bihar (1 28 

m acres) and the Punjab Total out 
put was 2*8 million tons in 1954-55 Next in importance 
are the millets , — Jowar and Bajra 
Jowsr The«e crops are used by the masses in 

ifadras, Bombay and Hyderabad 
Ahout 89 per cent of the total area sown (i e , about 43 4 
m acres) and 5 4 per cent (27 5 m 
Bajra acres) are under Jowar and Bajra res 

pectively Total output was 9 0 and 
3*5 million tons respectively in 1954-55 In addition, 
India produces large quantities of 
pulses like grain, ragi, maize, etc She 
al<=o grows, s. Uxgo 

xegefahles, (like potatoes, onions, cabbages, etc ), 
spicQS (like pepper, chillies, ginger, cardamom, cloves, 
etc , grown cluefly in South India), etc 

Sugarcane is another important food crop About 

II — 2 
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3 9 m acres, t e , 1 5 per cent of tlie total so^vTl area 

de^ oted to the cultivation of cane Tbs' 
Sugarcane chief cane-gTowmg States are U 

(2 51 m acres), Bihar ('50 m acres), 
Punjab ( 54 m acres), W Bengal (33 m acres), Bombay 
('ll m acres), etc The total output was estimated to 
amount to 5 0 inilhon tons in 1954 55 

Fibres The non food crops consist of fibres like 
jute, cotton, oil secd^ like linseed, groundnut, etc , tea, 
coffee, tobacco, etc About 7 per cent 
Jute of the total sown area is under the 

fibres Jnte is India and Pakistan's 
monopoly India's output of raw jute is 3 12 m tons in 
1953 54 as compared to 7 7 m tons in Pakistan It is 
g^o^vn in IVest Bengal (about 1 20 m acres in 1953 54) 
and also in Bihar, Onssa and Assam Large quantities 
of jut© manufacture^ are exported to England, Germany, 
USA, Australia, etc, while raw jute is imported from 
East Bengal India also grons large 
Cotton quantities of cotton, the area devoted 

for it being 17 78 m acres (t e , about 
5 5 per cent) in 1954-55 It is grown, chxeflj in Bombay 
(3 88 m acres), Hyderabad (3 45 m acres), JIadhya 
Pradesh and Berar (3 57 m acres), the Punjab and 
Madras India now occupies the fourth place in the 
world m respect of the output of cotton Unlike Ame 
rican cotton, India grows mostly short stapled variety, 
from which finer clothes cannot be woven India im 
ports large quantities of cotton of both short staple and 
long staple variety 

Oil seeds India grows a large \ ariety of oil seeds 
like (jrotindnuf, Umeed, •sesamum, 
Ground nut rapesccd, mustard, castor, cocoanut, 

etc 29 3 m acres (about 6 6 per cent of the total 
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area sown and about 37 per cent of the total area 
under cash crops) are under oilseeds Groundnut is 
cultivated mostly in Aladras (3 92 m 
Linseed acre*?), Bombay (1 3S m acres), Hyde 

rabad and the Madhya Pradesh ( 23 m 
acres) Litisced is grown chiefly in the Madhya Pradesh 
JIastard icres) Bihar, U P , Bombay, 

and 1Y Bengal There is a large export 

trade in oilseed's 

Tea IS grown chiefly in Assam, W Bengal, the 
Nilgins in Madras, Dehra Dun in the 
Tea XT P , and Kangra valley in the Punjab. 

In addition, India produces large quan- 
tities of tobacco, coffee, cinchona, hemp, indigo, 
opium, lubher etc 

Thus we see tliat wo are fortunate in oui natural 
resources We grow almost everj variety of crops, food 
crops or raw materials To the total amount of crops 
produced in the world India contributes 23 per cent of 
jute, 50 per cent of groundnut'*, and 40 per cent of tea 
and nee, o\ er 25 pei cent of cotton, cotton seeds, wheat, 
and lin<=eed 

But though we raise a large variety of crops, we do 
not produce much of anything The average Japanese 
eultnator produced 2307 lbs of rice on 

Sy w‘’outpo* 

per acre 3000 lb** of nce But the Indian peas 

ant obtained onlv 791 Jb* le, about 
one tlurd of that in Japan on every acre of land Our 
average production of wheat per acre was only 669 lbs 
against 1508 lbs in Japan and 1688 lbs m Egypt The 
average yield of cotton m India about 40 per cent of 
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that in the USA Onr efficiency in production 
therefore, very low 

Regional Distnhution of the Crops It is necessary 
to have some idea of the regional distribution of the 
more important crops RteC is ^wn mostly in Assam, 
West Bengal, Bihar, Orissa, Ifadhya Pradesh, the 
eastern UP, the coastal belts of Andhra and Madras 
and in the n cstern coastal areas Wheat is grown mostly 
m the Punjab, Pepsu, •western U P , and in some parts 
of Madhya Piadesh, Bihar and Bombay Millets are 
grown mostly in the Deccan plateau regions of Jfadras, 
Bombay, Hyderabad, Madhya Pradesh, eastern UP, 
ami to some extent in Madhya Bharat and Rajasthan. 
PuUcs are cultivated mainly in Bihar, Madhya Pradesh, 
Madhya Bharat, U P , Punjab and Rajasthan Among 
cash crops, cotton is grown mostly m the Deccan plateau 
regions, Gujerat-Kathiwar and parts of Bombay, Madhya 
Pradesh, Hyderabad and Madras For oil seeds, the 
mam areas of cultivation are South Deccan region 
■covering Hyderabad and parts of Bombay, Madras and 
Mysore, subsidiary areas are in U P , Saurashtra, and 
Madhya Pradesh 

Forest Forests constitute an important natural 
resources About 15 G per cent of the total area of India 
is under forests The distribution is 
^resTs uneven in different states About 41 

per cent of the total area is under 
forests in Assam 47 7 per cent in the Madhya Pradesh ; 

5 to 14 per cent in W Bengal , 15 per cent in Madras ; 
13 per cent in the UP, and only 7 and 3 per cent m 
Ons'a and Bihar There arc wet evergreen forests of 
•teak, blackwood, bamboos and palms in the oastom coast 
of the Deccan and the foot of the eastern Himalayas 
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Hill forests of deodar, pme, fir, oak, ash, etc , are found 
along the whole of the Himalayas The deciduous 
forests of Teak, Sal, Red Sanders, Sandalwood occupy 
the larger part of the Deccan Tlie tidal forests are 
situated along the greater part of the coast of India 

The contribution of forests to the econonuc life of 
the country is lughly important Scientists are of 
opinion that forests increase the ram 
forests are cut down indiscn 
^ minately in any part of the country^ 
the rainfall will decrease It has been 
stated that the indiscnminate cutting down of forests la 
responsible to some extent for the recurrence of flood 
These also increase the fertility of the soil by preventing 
the erosion of the upper surface The leaves of the trees 
fall on the ground and are decomposed The decom 
posed matter increases the fertility of the soil They 
also supply raw materials to the industries , timber for 
wood work, firewood for fuel , bamboo for producing 
pulp Lac, turpentine, resin and certain essential oils 
are obtained from the forests They are also of great 
help to the cultivators who use the forests as grazing 
ground for their cattle The government also derives 
a large revenue from forests 

As deforestation reduces rainfall, it is necessary 
therefore to conserve the forests The government has 
already started a separate department for this purpose 
Forests have been classified into three groups for pur 
poses of conservation— Keserved, Protected and Uh 
classified Reserved forests are very strictly con'^erved 
by the Government Control is less stnct in the 
protected forests There is practically no control in the 
third class of forests 
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It sliould be noted that our forest resources are not 
large in comparison mth other countries 55 per cent 
of the land in Japan, 44 per cent of the land in Russia 
are under forests as compared to about 15 6 per cent in 
India 

Fishenes Though fish forms an important article 
of diet, especially in the eastern parts of India, her 
fisheries hai e not been developed in the same way as in 
Japan or Europe The potential supply is large The 
sea fishenes are scarcely utilised There are pearl 
fishenes at Tuticonn and m the Gulf of Coclnn 

Animal resources India possesses a large \ariety 
of animal life The cow and buffalo are used in agricul 
ture and also yield milk There are also goats, sheep, 
donkeys, camels India’s cattle supply is higher than 
that of many other countries, — about 67 cattle per 100 
acres Tliough India possesses some breeds of cattle 
(t e , Hariana and Sahiwal of the Punjab, etc ), there has 
occurred a deterioration in the quality of the cattle 

TIus surrey of our natural resources shows that 
nature has not been unkind to us We possess large 
natural resources But unfortunately we have not 
succeeded in esploiting them to our advantage So the 
vast majority have remained steeped in poverty in the 
imdst of plentiful natural resources 



CHAPTER 3 

POPULATION IN INDIA 

The people o5 a coiintrv constitute its best 
Te-oiirce‘; It i'- neeeE«aiy to <study the total lumiber of 
population, the late of giov.th of population and the 
alhed problem'^ 

India noiv coutauib 356 b nullions or 35 6S crores of 
people, aecoiding to the eeii'^u-' of 1951 The total 
population 1 " divided anioug the «tates in the foUoumg 
T\ay 

Distnbirfton of Population 


State 

Total Population 

(ui crores) 

Andhra 

20 5 

Assam 

9 04 

Bihar 

40 22 

Bombay 

35 95 

Delhi 

1 74 

derabad 

18 65 

iladhya Bharat 

7 95 

Madhya Pradesh 

21 24 

Madras 

35 73 

Mysore 

9 85 

Onssa 

14 64 

Pepsu 

3 49 

Punjab 

12 64 

Rajasthan 

15 29 

Sanrashtra 

4 13 

Travanoore Cochin 

9 28 

Uttar Pradesh 

63 21 

West Bengal 

24 81 



24 


ELEMENTABT ECONOMICS 


The growth of population lias proceeded at differ- 
ent rates in different states Between the period 
1941 51, the highest increase took place in Mysore and 
Travaiicoie Cochin (21 2 pc), while the population of 
the Punjab has actually declined by 5 p c In Bombay, 
it has increased by 20 8 p c , in JIadns by 18 4 p c , m 
Assam by 17 4 p c , in West Bengal by 12 T p c In 
Orissa, Madhya Pradesh and Bihar the rates of increase 
are 62pc,79pc and 9 G p c respectively 

Density of Population Density of population 
refers to the a\erage number of people who live in an 
area of one square mile At the present moment, the 
average density of India is 281 per sq male That is, 
in an area of one square mile 281 people live on average 
in the different paits of India Density is, however, not 
uniform in different parts of the country It is as high 
as 3017 per sq mile in Delhi, and as low as 98 in Hima- 
chal Pradesh 

Density of Population 


State 

Average Dentxiy 

Delhi 

3017 

Travancore Cochin 

1015 

West Bengal 

827 

Bihar 

572 

DP 

557 

Madras 

592 

Pepsu 

347 

Punjab 

338 

Bombay 

323 

Andhra 

322 

Mysore 

29G 

Orissa 

244 

Hyderabad 

227 

Ssurashtra 

193 

Madhya Bharat 

171 

Jladhya Pradesh 

1G3 

Rajasthan 

117 

As«am 

lOG 
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These figure's should be compared ■with those of 
other countries 


Country 

Average Density 


per sq mile (J9S7) 

Belgium 

710 

England 

703 

Japan 

^2 

ESA 

43 


What aie the causes of this vanation in the density 
of population in different parts of India f As India is 
predominantly an agricultural country, 
TactoK affecting agricultural conditions are the most 
important influence determining the 
density of population Among the agricultural condi 
fions we have to take accoimf of rainfall, irrigation^ 
fertibty of the sod, the configuration of 
Fertility of soils the soil, tlie climate, etc Population 
IS the densest in tho«e areas hi e W 
Bengal, v, here the soil is fertile, the rainfall is abundant 
and unfailing, the climate is good and there is muck 
level land It is the least m Rajasthan 
Irrigation where the soil is not so fertile, ramfall 

18 very insufficient and irrigation works 
are absent The presence of irrigation canals increases 
the density of population The district of Lyallpur in 
the Punjab had a density of 7 m 1891 Canals were 
opened in 1892 in that district^ and density 
increased to 272 in 1911 Configura 
tion of the' '^ml is aho an important 
factor The most thickly populated 
areas are the level plain lands in Bengal, Bihar, the U P 
and the sea coasts in South India Hilly countries con 
tain a sparse population “Monsoons also affect the- 
density of popnlation to some extent Those areas 
■^luch get a good rainfall like Bengal contain the largest 
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population On the other hand, m areas of scanty ram 
fall like Bajaslhan, the aaerage den'^ity of popvdation is 
usually very low Another important factor is the 
■climatic conditions Places which are extremely un 
healthy contain a small population hy is it that 
Vs'-am which gets the hea\iest rainfall 
Climate contain only 106 people per sq nule ’ 

The climate of A«!=ani is rather nn 
healthy and large parts of that state contain forests and 
liilly tracts 

Density of population also depends to some extent 
on industrial conditions Large numbers of people li\e 
in tho'-e places where industries have 
Growth of Indus de\ eloped Jamshedpur was a 

small village which contained a small 
Iiopulation before the iron and steel factory was estab- 
lished But now it contains a large population 

Occupations According to the census of 1951, 69 8 
per cent ot the people of India bve by agricultural 
operations The percentage of workers engaged in 
industries is only 10 38 of which only 
ween* a^'iMiture ^ ^ supported by orgamsed 

and industries industries, the rest being engaged in 
small iinorgamsed industries India 
has the highest percentage of people dependent on agri 
culture In England, only 5 per cent of the people live 
b> agriculture and 58 jier cent depend on industries 
Tins IS one of the most sei'%oiis defects of our econo 
mic life We all know the Sanskrit Sloka which states 
that Lakehnii, the Goddess of wealth, 
Too much depen jjestows 100 per cent favours on tho'se 

deuce on agricul ^ . , 

who engage in trade and industnes and 

only “50 per cent on those who live by 
cultivation Tf we aie ‘•o much dependent on agriculture, 
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cannot aspire to be as ricb as tbe industrialised 
■countries. It is necessary to reduce this excessive 
-dependence on agncuiture by the development of 
industries. 

Our back\vard industrial conditions aie also proved 
by the fact that only a small percentage of our popula- 
tion live in cities and towns Only 11 0 per cent of the 
people live m towns against 80 per cent in England and 
56 per cent in the U.SA. 

Birth rates The a\erage birth late in India is 
about 2-lr'8 pel 1000 of i>opu)atioii in 1950 


This should be compared with the biith rate in 
other countries. 


Average birth rate 


India 

1950 

24 8 

Australia 

1949 

22 9 

Canada 

1949 

26‘9 

France 

1949 

21 0 

UK 

1950 

16 1 

U S. A. 

1950 

23 ‘4 

Pakistan 

1948 

18 0 


Moreover, the a\erage birth rate has declined from 
32 in 1881-91 to 15 5 in 1931 in England, 
Causes of liigli 37 jq during tlie same 

birth rates . ^ 

period in Germany. But the rate of 
decline lia« been very slow in India. The main causes 
of such a high birth late are the follow- 

Unnersal and Marriage is aliuost universal in 

earlT marriage _ \ „ . , , , , . 

India. It IS not only universal, but it 
also take® place at a comparatively early age in India, 
To marry their sons and daughters at 
•Climate an early age is regarded as a religious 

duty by the parents The climate of 
India is aho very hot, and so puberty is reached much 
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earlier than in other countries The absurdly lo^ 
standards of living of the masses en- 
Low standard of courage indiscreet marriages and reck- 
^ less breeding of children All these 

causes lead to a high rate of birth in our country It 
should be noted that the birth rate was also high in 
England in the period 1881 91 The fall in the birth rate 
in the western countries in subsequent periods was the 
result of inter play of many social, economic and psycho 
logical factors But m India, the social environment 
whicli has encouraged and facilitated birth control in the 
west, does not exist so far as the bulk of the population 
IS concerned Hence we cannot expected any substantial 
fall in the Indian birth rate m the near future 

Death rates The average death rate is also very- 
high in India 16 0 persons in every 1000 people die 
every year in India 

This should be compared with the death rate in some 
other countries 


India 

Average death rate 

1949 

16 0 

Australia 

1949 

95 

Canada 

1949 

92 

France 

1949 

13 8 

IT K 

1950 

11 7 

USA 

1950 

9 6 

Pakistan 

1948 

12 3 


Thus the death rate is higher than that in the 
above mentioned countries tVliat are the causes of such 
a high death rate ? 

Large numbers of people die eiery year of various 
epidemic diseases like cholera, small pox, etc Fevers 
includine malaria, necmmt. tor n. 

Causes of high percentage of deaths Tuberculosis is 
death rates . , , ,, 

taking an increasing toll among the 
population Ihc spread of so many epidemic 
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<liseases is due to the low resistance of the people 
People who are poor and ill nourished, and who live m 
insanitary houses fall nn e'lsy prey to the various 
•disease" The insanitary habits of the masses are also 
nn important cause of the wide prevalence of diseases 

Two outstanding features of death rates are the 
liigh infant and female moitahti) The rate of infant 
mortalitv is as usual the highest in the 
•Cans^ ot infant 1931 35 ^ tjje rate was 171 per 

■morta ity thousand birth as against 65 m England 

and 51 in Sweden Infant mortality is particularly 
high m the big citie" In 1938, the rate of infant morta 
Uty was 268 in Bombay, 222 m tladras, 219 m Calcutta, 
while the average for urban areas was 191 One fifth 
to one fourth of the babies die before they are one year 
old, and nearly 45 per cent die before reaching the age 
of five This shows a very lamentable state of affairs 
The causes of such high mortality are not far to seek 
Owing to the poverty of the people the children inherit 
a very low vitality and fall an easy prey to diseases 
Secondly, msamtary habits of living and the in^amtary 
■surroundings in which the babies are born account for 
a large number of deaths Thirdly, absence of well 
trained daie and imd-wives is also an important cause 
The vast majority of the villages do not possess good 
doctors No wonder that our infants die in large 
numbers, — ^“to fatten the earth which cannot fatten 
them” Lastly, the abnormally high rate of infant 
mortality in the big cities is due to the extremely bad 
"housing conditions prevailing m the^e areas The 
majority of the worhers who have flocl ed to the^e cifaes 
live in thoroughly msamtary dwellings like chmvJs, 
iustees, etc This teUs upon their health, and lowers 
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tteir vitality Children of weak parents naturally di& 
an early death 

The death rate among women of reproductive age 
(t e , 15 to 45) IS also rerj high In India, according- 
to a very distinguished authority, about 
100 women out of every 1000 die every 
morta ty year Whereas female mortality is 

about 4 per 1000 in BIngland and even this rate is 
causing anxietj in that country The mam causes of 
such high female mortalit> are to be found m the 
follomng factors First, the custom of earlj marriage 
and the consequent early pregnancy ^aps the vitality of 
the young wife, which is already very low due to extreme 
poverty and malnutrition Hence a large percentage of 
the young wiies die of child birth, phthisis or «ome such 
complaint Secondly the absence of 'hilled rfais and 
good doctors in the villages is on important cause 
Tlurdly female life is held cheaper in Indn than in the 
west Not only men, but the women themselves neglect 
Ito take proper care of their health That i' whv a large 
number of them die every jear 

The result of such high death rates is that th& 
average e-vpectation of life is only 
** about 32 45 in India Every Indian 
can expect to live on average only upto 
the age of 32 45 whereas an Enghshman expects to liv e- 
upto the age of 61 and a New Zealander upto the age 
of 64 

What IS the remedy for this state of affairs ^ A high 
birth rate combined with high infant mortality sigmfies 
a huge waste of life It is necessary to combat this 
waste and misery The whole question is dependent on 
improvements in diet and housing , in other words upon 
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the achievement of a higher standard of living People, 
especially the mothers, must have more food and a better 
diet A second necessity is moie health education among 
the ma«'se« The people ‘should be given proper training 
m hygiene Thirdly, more imdwives should be trained 
and sent to the villages Fourthh, the government and 
othei public bodies should open matenutv and child wel 
fare centres, and inaugurate “baby necks” to teach 
people to have healthy babies Lastly, the people slioiild 
be taiigbt to avoid a rapid succes-sion of pregnancies by 
the “spacing” of births in order to ensure that each child 
will be born healtln, and can receive proper attention 
trom its mother 

Population and Food Supply In recent times, the 
lelation betvreen the growth m population and the food 
supply of our countrv has assumed gieat importance 
India suffered from famine conditions in 1943 In 1946, 
she was threatened vnth another famine This has 
raised the question vrhether the pre=eiit food supply is 
adequate to meet the needs of the population It is well 
known that India’s population has been growing at a 
rapid rate Tlie numbers added to the population during 
1931 41 alone exceed the total population of England 
and ‘Wale'i The «upply of food has failed to keep pace 
with such a rapid growth of population It has been 
estimated bv the Famine Enquiry Commission that 
“there is a considerable section, perhaps amounting to 
30 per cent of the whole population, which does not get 
enough to eat — i e , is short of both energy yielding and 
protective ibocfs '* At present the most widely con 
•turned food crop, nee, is m short supply Before the 
last war the supplies of nee grown in onr country did not 
meet our requirements, and the annual deficit was about, 
1,750000 ton'; We are, on the whole, deficient in 
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cereals It has been estimated tliat while ^se require a 
total of 54 million tons of cereals to feed our population, 
our available supplies amount to only 52 5 million tons 
Even if the supply of cereals was sufficient, that will not 
3 iro\idc a good diet A diet largely composed of cereals 
does not contain enough of Uie nutrients required for 
health, and needs to be supplemented by other foods 
Pood experts tell us that a balanced diet for an adult 
per day should contain at least the following — • 


/Cereals 

14 oz 

rVuitg 

3 oz 

Pulses 

3 oz 

Oil and ghee 

2 oz 

Green leafy rege 


Sugar 

2 oz 

tables 

4 oz 

Milk 

10 oz 

Other vegetables 

6 07 

Tish, meat eggs 

3 oz 


On the basis of this estimate of needs of a population 
■of 400 nulhons tbe available supplies in India are short 
in the case of cereals by 10 per cent, by 20 per cent in 
regard to pulses, by 50 per cent in oils and ghee, by 
■300 per cent in milk, by 2^ per cent in oils and ghee, by 
300 per cent in milk, fish and eggs 

Thus not only is our available food supply insuffi 
'Cient, the average diet is also ill balanced There is 
-much under nutrition as well as mal nutrition The 
"high infant and female mortality rates, the wide pre 
valence of ill health and disease are due to these factors 
Diseases caused by the lack of some protective food in 
the diet is a very common occurrence in India The 
improvement of nutrition and a substantial increase in 
the food supplies are, therefore, essential in the interests 
of the country On account of the poverty of the masses, 
a well balanced and satisfactory diet is beyond the 
•means of a large section of the population Hence steps 
-should he taken to increase the purchasing power in the 
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liands of the poorer sections Fortunately for us, there 
IS an immense scope for mcrea<ang agricultural produc 
tion in our country If our resources are developed 
vigorously, any future threat of famine can be easily 
removed, and standards of living and nutrition can be 
decisively raided 

Growth of Population m India According to the 
census of 19ol, India contained 356 millions or 3o 6 crores 
of people Her population increased by 14 per cent 
during the period 1941 51 It has been stated that this 
rate of growth is alarming in new of the fact that we 
do not possess sufficient resomces to support such a 
huge population The^e people are of opinion that 
though the Slalthusian theory of population lias been 
falsified by the large scale development of industries in 
the west, it is true in the present conditions in India 
Malthus stated that population had a natural 
tendency to increase This is true in India Marriage is 
more or less unuersal in India Of all countries in the 
world, India has the highest proportion of married people 
for both sexes excepting one or two countries, India 
has also the highest birth rate in the world, t e , 24 8 per 
1000 of population Tliat is, every thousand people m 
India give birth to about 2d babies every year IVhereas 
in England only 15 5 babies are born per 1000 of popu 
lation Such a high birth late shows that the population 
of India IS groiving unchecked The preventive checl s 
-of JIaltlius, I e abstention from marriage, Hte mamage 
etc , are \ irtually absent m India Hence population is 
increasing unchecked beyond the means of subsistence 
Many eeononusts are of opinion that the food supply 
Ins not mcrea'^ed in proportion to the growth of popida 
lion in onr country Another alarming fact is that in 

11—3 
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India the culti\ated land pei capita has been declining 
ratlier rapidly since 1921 It was 1 11 acres in 1921 and 
has come down to only 84 acres in 1931 as against 
1 26 acres for the world as a whole and 7 41 acres in 
the USA Thus during the last SO years the area of 
cultivated land per head has declined by about 25 p c 
It IS doubtful whctliei such a small aiea of land would 
be enough for the support of an indiv idual m reasonable 
comfort unless it is eultii ated very intensii ely, and this 
IS not the case in our country As one writer* has pointed 
out that between 1901 and 1931, the population has 
grown by 17 per cent, but the total area under cultivation 
has increased by only 10 per cent If our productivity 
in agriculture remains the same, — and it has not changed 
materially, — there is no doubt that population has out 
grown the available food supply Tins tendency has 
been further accentuated between 1931 51, when the 
population increased by 29 7 per cent The food supply 
has not increased in the same ratio Hence tliere is a 
definite shortage of foodstuffs in the country When 
this happens, nature will take a hand, according to- 
JIalthus, and carry off the surplus population Positive 
cheeks like epidemic diseases, famines, etc , will come 
into operation and the death rates will be very high 
This IS also true with regard to India The ai erage 
death rate is very high in our country Of e\ery 100 
people, about 16 die every year against 11 in England 
and 18 in Japan Epidemic diseases like cholera and 
small pox are rampant in our country Large numbers 
of people live on the verge of stanmtion All thesc- 
indicate that more people are born in our country than, 
can be adequately supported 


Dr Gyan Cliand India'* Millions 
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In fairness "sre must point out that there are also 
other people*" vho are of opinion that our country is 
not overpopulated Onr indnstiies ha^e made, and are 
making, rapid progress The total production of vealth 
ha's, in fact, increased bv a larger percentage than that 
of the grovth oi population But high birth rates, high 
death ratc^, loiv standard of living, backward industrial 
conditions , — all these undoubtedly point to overpopu- 
lation It IS time that onr entire resources should be 
utilised, not to support an ever increasing population at 
a miserable standard ot living, but to increase the 
standard of living of all classes of people so as to give 
them a reasonable chance of a liealthv, cultured and full 
life. 


For example. Dr P J Thomas of Madras Unirersny. 
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It IS often said that the social conditions and the 
religions ideas pre\alent in India are so different from 
those in the west that the economic 
Peculiar social principles are not applicable to the ease 
of India Attention is drawn to the 
caste and joint family systems, and to 
our so called spiritualism These are not to be found 
m the west There is no caste system in the western 
oonntnes to prevent a man from talung up any occupa 
tion he likes The family is also a small affair, consisting 
of the husband, wife and minor children The social 
conditions exercise an important influence on the 
economic life of a country Since these are different 
from those in the we<5t, the evolution of economic life, 
it IS claimed, will proceed along different lines in India 
Hence it is necessary to discuss the question whether 
these peculiarities render the Indian economic system 
different from that of the western countries 

Caste system A caste is a collection of families, 
professing to follow the same calling or occupation A 
man belonging to a caste cannot marry in another caste 
His social and domestic relations are determined by tbe 
rules of the caste into which he is born From the 
economic standpoint the importance of caste system lies 
m the fact that according to it, birth determines the 
calling or profession a man must follow in his life Ht. 
must adopt his fathers or the caste profession 

This has merits as well as defects Caste means 
specialisation and division of labour of the simple type 
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AH members of a caste must follo\7 a particular business. 

A man -wlio specialises in a parti 
Merits of the t^sk iTill become an adept 

system ^ 

in that \7ork Hence the system 
increases the efficiency of labour There is another 
It leads to s e ^^^itage A man know<5, from the 

cialisahon and moment ot his birth, the profe‘"=ion he 
increase of effi \eill follow So tius sjstem avoids the 
diffieuUv and the worry a man has to 
face when searching for a calling or a 30b Thirdly, 
leammg a profe^'^ion becomes easy and 
It secures better inexpensive The children know the 
pr^^a profession thev will take up They 

inherit a certain amount of el^ll from 
their parents The father takes a special care in teaching 
all the trade «ecrets to his children 
Mutual benefit Hence it has ensured tlie proper tram 
mg of the apprentices Lastlv, each 
caste also acted os a mutual benefit soceity for its 
members, helping the needy in tunes of distre'ss 


Defects It is important to remember these merits 
m these days when the system is almost umver^ally 
It hinders the Condemned Its most senons defect 
mobibty of la from the economic standpoint is that 
it ha« carried the principle of heredity 
too far A carpenter’s son may or may not mhent his 
father’s skill He may actually dislike that profession 
But under a rigid caste system he has no option but to 
become a carpenter Change of occupation or the free 


It results in loss 
of skill 


choice of occupations according to 
one’s liking or ambition was not pos 
sible under the system It has there- 


fore hindered the mohiliiy of labour If the prospects 
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in carpentrj improve very much, men belonging to other 
castes ■will not be allowed to become carpenters The 
supply of labour cannot thus be adjusted to the change 
in the demand for laboui Secondly, each caste had a 
monopoly of a particular business Such a hereditary 
monopoly inevitably led to a deterioration in the shiU 
of the artisans and in the quality of the products 

The caste system therefore prevented the free 
mobility of labour By forcing one to follow the here 
ditary occupation it has discouraged 
It IS an obstacle initiative and enterprise It has thus 
P°0i.“Sn'«d senons defects And m this way itis 
national inity an obstacle to the qrowth of Jarqe 
ccale iv^iistiies tv om convUi/ The 
sjstem Ins also resulted in another defect It has bred 
a sense of contempt for manual labour in the minds of 
the people belonging to the higher castes This is one 
of the important causes of middle class unemployment 
m our country Lastly, the system has been an obstacle 
to the grovth of national feeling and unity in India 
It has given n^se to the problem of the depressed classes 
or untouchables 

It should be noted that these are the defects of the 
rigid caste system But the caste system no longer 
exists III the most rigid form m India It the pre'^ent 
moment, people do easily change their caste professions 
In fact the statistics of occupations in India reveal that 
more and more people liave formal eii their hereditary 
business and tal en up other profes'Jions ilobility of 
labour has eonsiderablj mcroased in our country Hence 
^lie Jif .the Jiaatn s.\stern .floes .rm,*' -niaL'’ .tlie 

Indian economic life much different from that in the 
west Even m those countries there are non competing 
groups of labour, and complete mobility of labour is 
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more or less absent In tliese countnes also the son 
usually follows tlie father’s profession 

Joint family In the western countnes, a fanuly 
con=ists of a man, his wife and nunoi children But in 
India, a family includes, besides the above, his parents 
and grand parents, uncles and brothers w ith their wives 
and children The> all lue togethei under one roof 
The eldest male memhei is usually legarded as the head 
of the family who manages the fanuly propeity in tiust 
foi others Each niemhei works and earns according 
to his capacity He contributes to the common chest 
and shares the good things of life in common 

The ideal joint fanuly is like a mutual benefit 
society All members of the fanuly ore properly cared 
for, no matter whether he is sick or 
Merits unemployed, young or old The state 

was, therefore, saved the trouble of 
providing for old age pensions, poor houses or for unem 
ployment benefits Secondly, as many families (accord 
mg to western standards) live together, the system 
cheapens the cost of living Lastly, it also fosteis the 
virtues of self discipline and self sacrifice among the 
members 

It has thus solved the problem of security E\ ery- 
•one knows that he will be supported by othei members 
when he becomes siclx or unemployed 
Defects But the solution it has provided has 

given rise to giave evils First, it has 
eneoinaged idleness among the irresponsible members 
and destroyed their meentive to work It often leads to 
frequent quarrels among the family members Secondly, 
the members who earn have as a consequence to bear 
an e^ce'=sive burden of maintaining so many idle rela* 
tions They cannot save a substantial portion of their 
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incomes So the system pievents large acciimiilatton 
of capital It IS, therefore, indirectly responsible for 
the small growth of capital in our country Large scale 
production on modern lines is impossible without large 
accumulation of capital Lastly, according to the 
system, the tanuly is more powerful than the individual 
The latter s initiative and enterprise may not find proper 
scope owing to the conservatiie influence of the fauuly 
The joint family system is m the process of breaking 
down The growth of individnahstic spint, the spread 
of education among men and women 
Break up o£ are giadually undenmmng the system 
joint family 'Whatetei the meiits and defects of the 

system the existence of the joint family 
does not nnl e our economic life m any way different 
from that of the west The fact that when a man marries, 
he lives separately in one country and along with his 
parents and brothers in another country does not by 
itself mal e the economic motives and aeti\ities different 
in the tno countries 


Religious ideas It has been mged that the Hindus 
vho form the inajont> of the population follow a religion 
uhich asks them to neglect the material 
side of life and to pursue the paths of 
the infijute Many of the Hindus are 
tatali«tic to the extreme Their ideal 
IS not to ^ant more unnts, but to con 
quei all wants and fling awaj the 
Such ’\n attitude stands in the way of a 
progressive economie life The westerner s attitude to- 
hdo: ’rs -ildKauas/i, ‘H.-e -u, 

the worldly goods On \be other hand he tries hard to 
merea'e his mateiial pa sessions aa much as possible 
That IS wliv he has ma|e so much economic progress 


Is the relig oi s 
outlook of tl e 
people an obsts 
cle to economir 
progress ^ 

worldly thing: 
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and tlie Indian is lagging behind Hence the economic 
motncs and activities m India are different Irom those 
m the ^0*51 

This IS not correct The Christian religion also 
picachc''. a'lcoticism and condenms. the pursuit ot riches 
Who does not know the taiuou> words of Jesus in which 
he 'siid that it was casiei ioi u camel to go through the 
tvc of a needle than for a rich man to enter tlie kingdom 
ol God ? In spite ol this condemnation, the honest 
Chnstnn Ins not neglettid to forego his chain e ot 
< ntoniig the kingdom of Ood In spite oi his religion, a 
Hindu has novel for'aken anj honest vvaj ot making 
niouej Ilvon ui ancient when loligion was sup 
posed to be better oh-'crvod, the Hindus developed 
imUtstrus, trad(.d with the vvoihl and aimssod iicUes 
Ukc anjhodj lu the west The «w-a\ of religion has 
furthei (hcreaved m mo<krn tunes Iho fatalistic atti 
tilde to hie is due to the almorm il i>ov ort) w Inch prev ails 
m India Loonomic Inckwariluess is due to other causes, 
and not to the religious ideas Religion 1ms never stood, 
and will never stand in the wav ol economic progress in 
India 
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NATIONAL INCOME OP INDIA 

One of the most significant concepts in econoime 
theory is that of the national income of a country The 
concept IS valuable from many points of view Just as 
one can mal e a guess as to the standard of living, habits 
and tastes of an individual of a person if he laiows his 
money income, '^o it is possible to form some idea of the 
economic condition^ of the people of a country if one 
Lno'us its total and per capita national income Every 
year tlie people of the country produce a certain amount 
of goods and services The sumtotel of these goods 
and services, after making certain allowances for the 
depreciation of capital assets, constitutes the national 
income of the country The national income is not only 
the sumtotal of all production It is also the source 
■from which evervone of us derives his income If the total 
Iprodttction is large, everyone of us could espeet to receive 
a large income But if the total production is «mall, 
_the average income will al'o be low ilucb also depends 
on the in which the national income is distributed 
among the population The more equally the national 
income is distributed among tlie people, the better will 
be the standard of living of the average person in the 
conntrj Tlie calculation of the national income of a 
country is, therefore, of \ ery great importance It 
enables us to form an idea of the material conditions 
of the people of the coimtrj And by comparing our 
national’ income wiiil tilose or" other count'rie'’, we shaiY 
be able to make an estimate of our relative position with 
respect to other countries 
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By dniding the total national income by the mimber 
people in our country, -vre can determine the income 
pet head, or the pei capita income in 
Income per head bur country Attempts have been made 
in India from time to time to determine the 

national incoTne and the per capita income o£ India The 
first estimate vas made m 1870 bj Dadabbai Naoroji. 
Accoidaig: to his e ilculationh, the aierage annual income 
of an Indian ivas 20 In 1901, Loid Cnraon estimated 
it to be Rs 30 Tirelie >e«ars later, Profs Wadia and 
Joslu calculated it to be Rs 44 In 1922, Mi Findlay 
Slnrras estimated it to be Rb 116 Another estimate has 
been made by Ur V K R V Rao According to him, 
the per capita income nas R« 65 in 1951 32 


1 ear Estimated taade hy 

IS^O Dadabhai Naoroji 

1901 Lord Curion 

1913 14 Profs Wadia and Joshi 

1922 Mr Slurras 

1081 82 t>r V K R V Rao 


Per capita income 
>n one year 
Rs 20 


44 

lie 

65 


A few Mords must be said about these estimates 
Tliese are all provisional calculations ^Ve do not possess 
enough statistics to deteimine all the items of national 
income Often the available statistics are not accurate 
So these estimates slionld not be taken to be absolutely 
correct But trotn these we can get a rough idea about 
the extent of our income Moreover, the use of the 
uicoine from Rs 20 to Es 65 does not necessarily mdi 
cate that we are more prosperous than befoie The 
lalue of monev has fallen bj a large percentage during 
this penod So higher money incomes do not mean that 
the people are better off than before 

After the achiev ement of independence, the govern 
ment of India '>et np a National Income Committee for 
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the purpose of framing an accurate estimate of the 
national income of this countn The Committee first 
published estamates of national income for the year 
1948 49, and ‘Jince then data for subsequent years are 
being graduallv pubhslied The following table gives 
the estimates of national income of India as published by 
that Committee 

Tabee I 

^a{lona2 Incot le at Current Price* and Per Capita Income 
i ear Total Income Per Capita 

III mtllicmi 


Rs Its 

1950 51 95 300 265 2 

1951 52 99 900 274 5 

loss 58 93 600 258 1 

195.1 54 106 000 2S3 9 


The total national income is determined by adding 
together the \alue of the net output from agricultural 
operation's, fore«t'i and fisheries the net output from 
nuiung and manufacturing Industrie*! and the value of 
.the service® provided hv conunerco, transport, coirnnu 
Imcation® and other «erMces The per capita income is 
found out ba dividing the total national income by the 
total or estimated total population 

It IS clear from these figures that the national 
income Ins increased in the four years ®ince 19o0 51 
by about 8 2 per cent According to rough estimate®, 
it IS eypeeted that the total national income 
of India will me in the fi^e jears of the First Plan by 
about 18 p c , and in the next file lears it is expected 
to inereT®e by more than 2o pc and the per capita 
income "lyill increase by 18 pc The smaller ri®e in the 
per capita income is due to the fact that the population 
of this country is increasing at the rate of about 1 4 p c 
every Tear Bv 1960 61, the end of the Second Five Tear 
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Plan, the per capita income -wiU go npto Rs 330 per 
year, t e , about Rs 27 5 per month per head As the 
average size of a family in India is 5 6, tlie total income 
to be receiied on average by the different families ■will 
be about Rs 154 per month 

In order to determine the extent of our poverty 
relative to other countries it -vnll be necessary to examine 
the per capita incomes in other countries along ■with our 
own data This is given in the following table 


Taole II 

fstimat^s of per capita income m <f«fercnl countries in lOJfO 


Counines 

Rupees 

India 

247 

Pakistan 

24S 

Burma 

171 

Indonesia 

119 

China 

129 

Ceylon 

819 

Japan 

476 

USSR 

1,467 

Australia 

3,233 

U K 

8,681 

USA 

6,919 


Thus "While there are poorer countries than ourselves, 
we are far behind the more advanced, industrialised 
countries in respect of our per capita incomes Thus 
our per capita income is one fifteenth of that of a 
Britisher, one twenty eighth of that of an American and 
IS about one sixth of that of a Russian 

While figures of per capita incomes proMde =ome 
idea about our relative position with respect to other 
peoples, one should remember that per capita incomes 
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mean the average income per head Tins ■nould be the 
actual income ot every person if the distribution of the 
national income were equal But in actual fact the 
national income is unequally distributed Unfortunately 
we do not possess the data relating to the distribution 
of our national income Long ago Profs Shah and 
Khambala calculated tliat less than five per cent of tlie 
population was enjoyed about one third of the national 
income, and the \ ast majority, %e , about 60 p c of the 
population received barely 30 p c of the national income 
Dven if we think that the distribution of the national 
income has become less unequal these days on account 
of the heaiy taxation of the higher incomes, it still 
remains true that the vast majority of the people of 
tlus country receive extremely low incomes, much below 
the per capita income 

Now that we know the extent of our poterty, the 
remaining chapters of this book will be devoted to the 
discussion of the question — ^why are we so poor ? We 
propose to examine the structure of our produetue 
organi«ation one by one, and try to find out the main 
causes of the low output in each sector For, low output 
means low income We shall first start from the study of 
agricultural operations, as agriculture and the allied 
pursuits provide more tlian 50 p e of oui national 
income, while mining and manufacturing industries yield 
only 17 pc, of the national income Commerce, tran® 
port and commimications also yield 17 pc of the total 
national income These will all be examined one after 
another All our discussions will also be concerned with 
remedial measures We must 1 now why we are so poor 
We must at the same tune try to find out how we can 
grow richer 
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ORGANISATION OF PRODUCTION 
IN AGRICULTURE 

"We shall no^v ei.ainnie tiie org'im<»atiOT\ ot pi educ- 
tion in our country and eianunc the efficjcncj ot the 
different parts In tlus and the iievt three chapteis, 
■we shall make a systematic study of the structure of 
production in agriculture, industries and tiansport 

Or^msatiou of Agriculture Agneultui’e occupies 
the most important place in our pioductive orgaiusation 
It pro'vides occupation for nearly 70 p c of the total 
population It supplies nearly all the food grains and 
the raw materials which are consumed within the 
country, and which are exported Nearlj 50 per cent of 
the national income of India is derived from agriculture 
and allhed pursjuits Oui ciiltivatoi may be a poor man 
But he does not occupy an unimportant place in the 
economic life of our country 

How IS this important industry orgamsed t It is 
orgamsed on a very small scale The cultivator tills bis 
tiny plots of land with the help of an 
^ ancient plough and a pair of bullocks 
His health is not always good and so is 
his knowledge His plough, — a small wooden instrument 
with a bit of iron to sharpen the end — still retains the 
form given to it by his forefathers in long forgotten days. 
His bullocks are like lum, wealv and iindemonnshed 
As a result, the surface of the land is barely scratched. 
He IS not, and cannot afford to he, particular about the 
quality of the seeds For -watering his lands, he depends 
mainly on the monsoons In some places which are 
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fortunate in possessing wells, tanks or canals, he dra^s 
water from these and pours it to his land There are 
no fences round the fields to protect his crops from the 
stray cattle He does not apply manures to his lands 
A portion of these may, however, be left fallow to recover 
its natural fertility There is no rotation of crops As 
the har\ esting season comes, he cuts the crops with the 
<!cythe, probably with the help of some labourers But 
after months of such liard labour, he does not raise 
much crops from Ins land as compared to farmers in 
other countries Output per acre is probably the lowest 
in India * We «haU now discuss the mam causes of such 
low productivity 

Small scale farming 

In India agriculture is organised on a small scale. 
"While the average size of holdings is 62 acres m England 
and 148 acres in the USA, it is only 4 or 6 acres in 
India In terms of the average area sown, the small 
cultivator has about 3 acres of land , the medium 
cultivator has slightly more than 6 acres and the large 
cultivator has about 15 acres of land It has been 
estimated that the average holding of land per family 
in Bengal is about 4 acres, in Madras about 5 acres, and 
in the Madhya Pradesh about 8 acres in the Uttar 
Pradesh only 2 5 acres In the Dinajpur Distiict of 
Bengal, each cultivator has got about 1 5 acres of land 
Not only is the average size of the holding comparatively 
smaller in India than in the Western countries, but each 
holding is seldom situated in one compact bloc It is 
further sub dnided into smaller plots and each plot is 
scattered over diiferent parts of the village In the 
Batnagin district of Bombay, the size of the indnidual 


♦See p 72 
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plots IS ■sometime'? as small as about 30 square yards 
One -writer fWd in Konlvaii that a single acre of nee 
land had been further sub dnided into 9 separately 
owned plots Many of you must have seen, while going 
m a railway train, the odd shapes of the plots of land, 
sometimes only several jaids in length and breadth 
Each plot IS separated trom the others by boundary 
lines 

Causes The ‘«mall size and the scatteredness of the 
plots are the two most serious defects in our agncultural 
organisation The gradually smaller 
Increase of po of the holdings IS due primarily to 

presIuTe on land two cau^e^ The population of India has 
inciea«ed materially since the last SO or 
40 years The percentage of the total population which 
depends on land as the means of their livelihood has 
increased during this period Hence the total number 
of men who Iva e by agriculture has mcr(»ased materially 
m our country But the area under cultivation has not 
increased proportionately As a result, each cultivator 
will ha\e smaller plots than before 
Moreover, with the gradual break up of 
the joint family system, cultivation is 
no longer carried on jointly Each heir insists on divid 
mg his paternal properties Under the systems of 
inheritance prevalent in India, a man has usually many 
heirs Under the Hindu Law, all sons hai e equal shares 
m the ancestral property, while according to the Mahom- 
medan law, all the sons and daughters, parents and 
citheta get shares ou the death u£ the father or eon So 
the holdings are being continuously subdivided The 
scatteredness of the plots is due to the fact that each 
heir -wants a ■’hare in all plot<», the original plots being 
situated in different parts of the Tillage 

II — i 



ELEMENTARY EC^ONOMICS 


Defects Small “scale cultivation is usually less 
productive than large scale fanning Produetivitj in 
such small holdings as exists m India vill, therefore, 
be smaller than elsewhere There eiils have been 
further aggravated by the scatteredness of the plots 
■Secondly, much land is lost m boundary lines and paths 
round the tiny plots If these plots were in one compact 
bloc, the area lost in boundary lines could have been 
•cultivated and this would have increased the total pro 
duce from land Thirdly, had the plots been situated in 
one place, the culti\ ator could have dug a well to supplj 
water to his holding But one plot may be situated in 
the northern part, and another in the southern pait of 
the village It is no use digging a well to supplj w ater 
to plots of land so far distant from one another Fourthly, 
not only the construction of wells, but all kinds of agii 
cultural improvements cannot be adopted by a cultivator 
of small plots, scattered far and wide Lastly, there is 
a huge waste of time and energy as the cultivator has 
to walk from one plot to another in a different part of 
the village with his bullock and plough 

Remedies Much depends on the proper solution of 
these evils Two methods have been adopted in the 
different states In the Punjab and 
Co operative gome other states, co-operative con- 

consolidation of 73. •t,, -u-l <.j 

boldines as m sohatttlOH of holdtfKjs has been tried 
the Punjab The idea behind this method i^ thi*! 

Suppose a cultivator has one plot of 
land in one part of the village and a second plot in a 
different part of the village Another cultivatoi has a 
plot near the ffrst plot nf tba Arat j3j?d j}XfDih£-J 

m a distant part If the second cultivator can be 
induced to give his first plot to the first cultivator m 
exchange for the latter’s second plot, the first man wll 



OUGANISATION OF PROOICTION IN AGRfCUI.TOKE 51 

then get tvfo plots in one compnct bloc In this nay, 
efforts are made, by the exchange of plots, to gue each 
culti\ ator a compact holding in the place of his scattered 
plots In some states like the JIadhja Pradesh, the 
Punjab, and the Uttar Pradesh, the 
Consolidation of government have passed Consolidation 
^'pra^ Boldtiiqs Act Under the«e Acts, 
desh ^ the authorities at first try to persuade 

the cultivators to consolidate their 
small holdings into compact Woc’! If a large majority 
of the villagers (more than half the permanent right 
holders) agree to accept the scheme, the others ma> 
then be forced br laiv to consolidate their holdings 
Something has been done under these Acts But this is 
not enough At the rate at which consolidation is pro 
Deeding in these provinces, it will take several centuries 
to consolidate all holdings in India Are we to wait for 
a fe^ centuries more for such essential reforms, while 
the ^ ast majontv remain in abject poverty ^ Unless 
the size of the holdings is larger it is idle to espect a 
lasting improvement in our agriculture 

On this point the conditions in our country are 
similar to those which prevailed in Rus-^ia before the 
present revolution Soviet Russia solved 
Coliectne farms the problem in course of a few years 
by orgamsmg **coUectn e farms ” Out 
put Ins increased matenally, and the incomes of the 
peasants have become lugher on these collective farms 
where land is cultivated with machines lent by the state 

But the introduction of this system is lil ely to give 
nse to great difficulties in our country with its large 
number of illiterate cultivator': The government will 
have to apply a good deal of force to introduce this 
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system, and this -will cause immense suffering to the 
agricultural population as it did in Ku'isia 

The best -way to solve the problem is to introduce 
the sjstem of co-operative farming in the villages The 
individual cultivators should be encouraged to form 
themselves into Co-operattve Farmtnq Societies 
All the cultivators should pool their holdings and culti 
vate the land jointly The crops, after being harvested, 
should be divided among them according to the area of 
land possessed by them The ultimate aim should be, 
as the Draft Report on the First Five Year Plan recom 
mendea, the establishment of co operative village 
management, wherein all the land of the village is to be 
regarded as a single farm, and it should be cultivated by 
all villagers, owners of land and the landless labourers 
All persons who work on the land will receive wages and 
the owners of land will receive an additional sum, 
depending on the area of land possessed by them 


Irrigation 

It IS well known that water is one of the funda 
mental necessities of cultivators "Without water, land 
grows very bttle , whereas the output 

Importance of - , , i « 

irrigation crops can be easily increased if 

sufficient water is supplied to land In 
India, water is highly important on account of the dry 
ness of soils India possesses many kinds of soils 
'suitable for the growth of different crops But the most 
predominant characteristic of these soils is that these 
are dry and will not grow abundant crops without suffi 
cient water supply Secondly, there are certain crops 
like sugar cane or nee which require a large supply of 
water Lastly, the monsoons do not favour all parts of 
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tlie country equally There are areas like Rajasthan 
where the amount of rimfall is very small In other 
places, the runs are irregular and uncertain Hence it 
IS necessarj to construct irrigation worl s to reduce our 
dependence on the mou^^oons and to supply water in 
sufficient quantities to the thirstj lands 

Forms of imgation works Something has been done 
in tins respect both bv tbe people and the government 
In manv areas n ells have been dug by 
Wells the cnltiA ators The chief well irrigated 

states are the Punjab the TJttar Pro 
desh Madras and Bombav The government has al«o 
encouraged the digging ot welh by granting takkai i 
loans to meet the cost of constriietion The total area 
irrigated bv weiK is 14 7 in acres j e about 29 per cent 
of the total irrigated area The cultivators rai'se water 
from the^e wells in bags of leather with tbe help of tbe 
bullocks This water is then brought to the hud in small 
drain** In the L ttar Pradesh, the gov 
of eminent has constructed tube wells 
winch are operated by electricity and 
supply water to the adjoining lands About 1 500 tube 
wells have been sunl with great benefit to the cultivators 
The Ganges t allev Tubeu ell Irrigation Scheme thus 
marks a new di\elopment in irrigation practice in our 
counti^ 

Anothei method of irrigation is the digging of 
taiifiS and lias been followed in all 
Tanks «tates except the Punjab The'^e are 

mo«t common in Madras which contains 
more thai 3o 000 tank® The water stored in the tanl s 
IS supplied to the neighbouring plot** The total area 
irrigated hi tins means is 8 2 m acre® i e about 16 
per cent of the total imgated area 
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Canal imgation The most important method is the 
construction of canals From time immemorial, Hindu 
and Muslim kings have dug many canals 
Canals to help their subjects The Govern 

ment of India have also spent huge 
sums — more than 11“? 128 erores, — for this purpose 
Unlike wells or tanks, canals have been constructed 
mostly by the state These are of three 
canaJs*^^*”” types Sometimes a long chain of 

canals is cut out from a river The 
bed of the canal is shallower than that of the river, and 
so water comes into these canals only when it nses above 
certain level in the nver Hence these canals are full 
Perennial "nater only during certain periods 

canals ^ They are known as inundation canals 

A second type of canal is known as 
perennial canals as these are constructed in such a way 
that the? get water from the nver throughout the year 
The third type is known as storage 
Storage canals canals A h«ge dam is constructed 
across a valley The ram water which 
falls down the hills is stored in these places, being pre 
vented by the dams fiom falling below Stored water 
IS then distributed by means of canals to distant lands 

The total irrigated area was estimated at about 51 
m acres in 1950 51, i e , about 17 per cent of the total 
cultivated area In the Punjab, a large percentage of 
the sown lands is ^irrigated by the Sutlej valley canals, 
Jhelum canal, etc In the Uttar Pradesh, Bombay and 
, the Madhya Pradesh, '?2 per cent, 4 5 

Canals in diner . m , <> j, 

ent stales €^WJi 

lands are imgated The Sarda canals 
in the Uttar Prade«h, the Bhandardara dams and the 
Llojd dam in Bombay, the Camery Mettur projects are 



OPGANISATION OF PRODUCTION IN AGIUCULTCRE 


65 


important canal Onl> 6 4 per cent and 8 7 per cent 
of tlie cultivated area in We**! Bengal and As=am have 
been iiiigated The Damodar canal is an important 
project m West Bengal 


Total area under trrigaUon 

(m 1S50 61) 


Punjab 

Uttar Pradesh 

Madras 

Bihar 

Orissa 

Bombay 

\\ est Bengal 

Madhya Pradesh 

Andhra 


4 017,000 acres 
1^199,000 „ 
4,112 000 „ 

5.595.000 „ 

2.327.000 „ 

1.970.000 „ 

2 146,000 „ 

2.070.000 „ 
4,606 000 „ 


The states ■where the rainfall is inadequate can be 
dinded into three groups on the ba«is of the proportion 
of irrigated area to cultivated area, — areas of relatively 
inten«e irrigation, areas of comparativelv low irrigation 
and tho«e of very poor irrigation The first group com* 
prices those states where the proportion ^anes between 
45 to 25 per cent In this group i® to be found the 
Punjab, Pepsu, TJ P , Bilmr and parts of Madras In 
the second group, the proportion vanes between 13 to 9 
per cent Here are to be found Malabar Konkan, western 
Oiissa, eastern Madhya Pradesh and South Deccan 
Areas of poor irrigation are north Deccan, western 
Madiiva Pradesh, Vmdhva Pradesh, iladhya Bharat 
and Gujarat Katluwar 

The irrigation works vicld a decent revenue to the 
state goieminents The cultivators who take water to 

Cl„s,fi»t,o„ of "'"B“<'>ft™l'>«d>shavetopayawater 

imgatJon works 'o the government The rates 

charged vary with the crop grown, and 
aie different in the different states On the basis of the 
ie\ emie yield, irrigation works have been divided by the 
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ernment into tTvo classes, — productn e and miprodnc 
tive P)oditchve tmgatton woths are expected to 
yield a net revenue, wliile tmp? oductwe worhs are not 
expected to be remunerative, but have been exea% ated as 
protection against famines etc 

In spite of much imestment, barely 17 per cent of 
the total cultivated area is ‘served by irrigation vorks 
This IS clearly inadequate, considering the needs of the 
countiy JIuch, therefore, remains to be done in this 
direction 

Advantages These irrigation canals have confer 
red great benefits on the people They have turned 
barren deserts into smiling fields Land in the canal 
colonies of the Punjab was barren before these canal's 
were dug People were e\en unwilling to accept such 
fand as a gift But after the canals have been cons 
trueted, these lands became fertile and grew large crops 
SecondJti, irrigation increases the yield from the culti 
vated land In Bombay, one acre of unirugated land 
jzelds 510 lbs of nee But irrigated land yields 1230 
lbs per acre Thu dly, these reduce our dependence on 
the uncertainties of the monsoon Lastly, these have 
helped to reduce the expenses of famine relief, and yield 
a decent revenue to the government 

Defects The chief defects of the'-e canals are that 
they iiav e led to u ater logging The level of the sub 
sod water rises and makes the land unfit for cultivation 
In the Punjab and Bombaj a large portion of the laud 
has been thrown out of cultivation bj tlie rise of sub soil 
water Large canals hinder the courses of the rivers, 
j'.ud j.o viay ihp .syAtav? •d.'a'Aiuy'.e 

provided by nature leakage of water from the canals 
to the sunounding fields makes them damp and swampy 



ORGANISATION OF PRODUCTION IN AGRICULTURE 57 

These places may become breeding grounds for mosqm 
toes nith bad effects on the health of the people 

Recent Irrigation Projects The First Five Yeai 
Plan framed the Planning Commission includes pro 
po'^als for an expenditure of Rs 661 crores on the 
development of irrigation and power This sum consti 
tutes about 28 pei cent of the total expenditure in the 
first part of the plan When fhece projects are earned 
out, 8 million acres will be irrigated by major irrigation 
works, repiesenting about 16 per cent of the present 
irngated area of the coimtrx In addition, nunor irnga 
Uon work'i consisting of restoration of tanks, construction 
of wells, iepair« of nallahs etc will irngate another 7 
million acies of laud 

Of these irrigation pi ejects, mention must be made 
of the Damoder \ alte> Project, the Hirakud Dam Pro 
ject, the Bliakra Nangal Project, etc The total cost of 
the Bhakra Nangal Project is estimated to amount to 
Rs 132 9 eiores, while that of the Damoder Valiev 
Project would amount to R-s 74 78 crores These aie 
combined projects, which would provide irrigation 
facilities as well as hydro electricity The Government 
has <561 up a statutorj authority in the name of Damodei 
Valley Corporation (D V C ), eon<5isting of the reprecen 
tatives of the Central Government, and the Government's 
of Bilnr and We<5t Bengal This Corporation has been 
enti lifted with the task of carrying out the Damoder 
Vallej Pioject There are three mam aims of tin's Pro 
ject, I iz , to control the flood waters of the liver Damo 
der, to provide irrigation facilities and to generate 
hydro eleetncitv Tliere is no doubt that when tlie^e 
Projects are completed, they will prove an important 
factor in incieneing the yield of crop's and in r-ii'sing the 
standard of living of the people 
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Irrigation in the First and Second Plans The 
First Fire Year Plan included provisions for a large 
expenditure on the de\eIopment of irrigation project^ 
The total expenditure on irrigation and poiier during 
the First Plan ivas estimated at Rs 558 erore® This 
has since been raised to Ks 661 croies The larger 
irrigation schemes have the capacity, when fully v orked, 
to imgate about 22 to acres of land, of winch 7 ni 
acres are expected to be realised by the end of 1955 56 
The minor irrigation works will also irrigate about 10 m 
acres 

The Second Plan has provided for a total expendi- 
ture of Rs 898 crores — Rs 458 crores on “irrigation” and 
Es 440 crores for “power” It is expected that tlie«e 
schemes will add another 21 m acres to the total irrigated 
area 

As a result of this expenditure, the proportion of the 
total irrigated area to cultivated area is expected to in 
crease from 17 pc in 1950 51 to 23 pe in 1955 56 and 
1.0 30 p c in the end of the second plan 

Capital 

The small size of holdings is not the onh defect in 
our igricultural organisation Cultivation is carried on 
111 oui country according to veiy old methods We 
already 1 now tint the use of capital increa'^es the pro 
diictivity of labour But \erv little capital is used in 
our agriculture The pea'^ants do not possess anv capital 
except the old plough, a pair of bullocks and a few 
ancient implements The tractor and other machines 
which haie increased the yield from land in the western 
eomifries are practieallj unknoivn to our cultivator' 
Tlie cultivators cannot always use good 'eeds or «eed= 
of improved variety, and hence do not get good crops 
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They have no money to btiy artificial manure's Co-wdung 
which IS easily available in the villages is, liovever, 
burnt in the form of cake's Indian 'soils are compara 
tively dry, and therefore, water in sufficient quantities 
must be applied to the land But for want of capital 
the cultuatoTs cannot con<5tiiict wells or tank'* to supply 
water to their lands No wondei that our lands yield 
the lowest output in eoinparison with other countries 
There is thus a Mcioiis circle Owing to the low pro 
ductivity of agriculture, the ineoine‘5 of the cultivators 
are very small, and are scarceh adequate to meet their 
bare neces'^anes Thei are not in a po<*ition to «ave 
anything and are, therefore, unable to purchase good 
seeds or manures, or improie miplements This iicious 
circle must be broken «:oinewhere 'so that more capital 
may be invested in the unproiement of agriculture As 
a result of that, the products lU will increa<5e, and the 
cultivators will haie larger income'^ and higher «tandnrd 
of living than at present 

Rural Indebtedness 

One of the most important cau'^es of agricultural 
backwardne'ss is to be found in the indebtednc": of our 

cultiiators A pei^on groaning under 

Importance of burden of debts cannot ini est any 

the problem 

thing in improMug his mna The ex 
tent of the total debts incurred bv tlie cultivators is 
enoimou' It was estimated bj the Central Banking 
Enquiry Committee m 1931 that the total debts of the 
cultivators all over India amounted to R« 000 crorea 
The debts of the cultivators in Bengal amounted to 
R'* 100 crore** There is no doubt that the sum has con- 
<*iderablv increased in sub'*eq«ent years The problem 
IS, therefore, tenons, and unle'ss this is solved, it is idle 
to expect any improvement in agriculture 
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Causes The chief reason is the extreme poverty of 

the cultivators Their poverty is due to 
Po\etty of the , . ^ > 

cultivators their extremeiv ni'idequatc incomes 

&nch low incomes are due to the Ion 
productivity of agriculture This is again due to the 
uncertainty of lainfall, the sub division and frag 
mentation of holdings, application of small capital 
to the unpyovement of land and othei causes 

Another important reason for such low incomes is 
the absence of anj secondary oeeapatiou for the cnlti 
vators The agriculturists have no 

“dTry ”>■'' <’“""8 

tions and before the new sowings Generally 

they reiriam idle during these month® 
So they have to support themsehes on their small 
incomes from the sale of crops during these idle months 
As these incomes are barely sufficient, they are often 
forced to go to the mahajans 

As a result of their poverty, they cannot save any 

^ , thing So if, in any year, the land doe® 

Failure or ex , , j •, 

cess of rams grow large crops owing to made 

qnate or excessive rainfall, thej are 
forced to borrow money to buy the necessaries of lite 


Loss of cattle 


Or if then cattle dies, tltev hate to borrow mouev 
to purchase anotbei bullock Wlien 
the zemindar or his agents comes and 
dennnds In'- ret eime the unfortunate tenants are forced 
to boirow to meet the demand of the 
re\ enue zemindar The poor ha\ e to borrow for 
many oilier reason® 


The thriftless habits of the crdtuators are also an 
importa^it cause of their indebtedne®® If, in any y ear, 
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bountiful nature yields abundant crop's, the higher 
incomes ■will probabl> be «pent in 
the coltivalors marriage festivities, or Sradh cere 
mome«, or m useless lawsuit's over ‘snnll 
and often fancied grie-\. ance‘« As a result, \eiy few of 
them save anything out of their incomes 


Lastly, the Maha;jans are not alwavs honest people 
ilauy of them do not hesitate to take advantage of the 
illiteracy and ignorance of the culti 
raahajans*^^^ vatoTs As the latter cannot read 
■written accounts, and do not alwav» 
insist on getting receipts for the sums thev have paid, 
they are often cheated by the unscrupulous Mohajans 
The moneylenders al=o charge very high rates of interest 
As their incomes are very small, the cultivators are 
unable to repay the principal after paying off such rates 
of interest As a consequence, the burden of debts grows 
heavier eiery year with no prospect of repa'cment At 
last the Mahajans go to the courts, sue the cultivators 
for arrears of debts, and sell their lands In this way 
the cultivators are sinking lower and lower in 
poverty 


Remedies Tins proWem is two fold, — first, hoiv to 
enahU^tlie cvJUvatois to pati off their old debts, and 
secondht, hoK to enstue that theif itilj not hate to 
honoxv in the future To tackle the first problem, the 
government at first pas'sed lauT> (e q , the Deccan 
Agriculturi'tts Relief Act of 1879, the Usurious Loans 
Act of 1918, etc ) to reduce rates of interest on the loan's, 
and started the co operative credit 'societies The fir‘st 
was ineffective, and the ’second was inadequate A 
large number of -co-operative credit ■societies have, of 
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Scaling do> n of , ... , , ^ 

debts do^i of the debt^ 


coitr'^e, been started The aggregate working capital of 
all the credit “ocieties amounted to Ks 168 crores m 
1951 52 But the amount of debts exceeds I?s 900 crores 
So the=e societies do not po’s^se'ss ‘sufficient resources to 
enable the cnltnators to pay off their debts In recent 
times the goiernnient ha\e adopted a more drastic 
step They ha\ e pas'-ed Aqt icuUural Debtova Acts for 
the voluntary oi compulsory scaling 
Debts Settlement 
Boaids, consisting of a number of 
persons, have been ‘set »p in diffeient parts of the 
couutrj These examine the debts of the agriculturists 
and trj to induce the creditors to reduce their claims 
to '^unis which the cuUi\ators can pay They also fix 
inslalment‘=, spreading over a number 
years, by which the debts are to be 
repaid Much has been done bj the«e 
Boards to ‘‘cale donn the existing debts of the culti 
vators But much al'^o remains to be done 


One result of tlie burden of existing debts is that the 
lands of the cultivators are being «old away To prevent 
the pas«nig of lands from tlie hands 

Prejention of of the cultivators to the Alahajans, Iai\ « 
land al enatian 

{eq. Land Ahenatton Act of 1901) 
ha\e been pas‘!ed in the Punjab and “ome othei State'^ 
under nhich lands could not be aold to a per'^ou n^io was 
not an agriculturist 

The second pioblem has been tackled in ‘■everal 
ways Fir^t, the government granted loans to the culti 
vators for specific purpoees like the 
purcha*^ of ^eed®, cattle, etc These 
are known as the fahhati loans But 
the«e are granted only during periods of distress or 
scarcity These are not popular among the cultivator^ 
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and ha\e not sohed then problems in an> -^ay The 
government has also started the co- 
opCi&tiie uedit societies These 
supply loans to the cultiv ators at cheap 
lates of inteiest They are, of course, doing good service 
to the peasants But their number and resources are 
inadequate, and so they are not in a position to supply 
all the needs of the cultu ators 

We have seen that the Sfahajans often cheat the 
cultivators To pre\ ent lhe«e abuses, the different State 
Governments Jiave passed Monei/- 
Moneylenders /eiirfcis AcU According to these acts 
the Mahajans have to take licences for 
doing then bu«ine'*s They must also furnish regular 
accounts to the debtors They vnll not be allowed to 
charge luoie than a certain rate of interest (varying 
from 8 to 12 pei cent) 

The measuies have, ol course, yielded some result 
But they have given reliet only to a small number of 
cultivatois A real and lasting solution 
Steps should be v ill oiilv coiue when the incomes of the 
agncuItMar*^!^ cultivatois increase more than at 
comes pieseiit This depends on increased 

agricultural productivity The latter 
again depends on the adoption of large scale farming 
and othei inqiroved methods ot cultivation The whole 
thing is thu'» inter deiiendeiit What is, therefore, 
nece^^ary is a coynhmed and co oidinated plan of 
agucuUuial deielopment embracing all parts of the 
organi -nation 

Rural Debts and Co operation The eo operative 
movement nas originally started to solve the problem 
of agricultural indebtedness Even at the present 
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moment, move tlnn 80 per cent of all types of co 
operative societies are agneulturil credit 'societies The 
mam function of these societies is to supply credit or 
loans to the cnlti'i ators it low rates of interest to enable 
them to repay their old debts to the inahajans and to 
meet their current requirements Something has been 
(lone in this direction But in spite of the progress that 
has been aclneied the resources possessed b> the soeie 
ties are extremely inadequate According to the Report 
of the All India Rural Credit Sun ey, the Co operatn e 
Societies have supplied barely 3 per cent of the total 
borrowings of the eultii ators Hence the societies hove 
not been able to meet e\ en the ordinary requirements ot 
the members The shaie in enabling the member® to 
repay their old debts to the mahajans can, theiefore be 
easily imagined In order to enable the members to do 
this, loans must be granted to them for long periods so 
that they may pay off by easy instalments But the 
societies are not in a position to lend money for long 
periods Hence the part pla>ed by the cooperative 
movement in the solution of the problem of rural indeb 
tedne^s has been insignificant 

Marketing 

The cultivator raises only a small amount of crops 
from his land This is certainly bad 
Defects But the wor«e thing is that he doe® not 

alwavs get the proper price by ®elUng 
the crops *This is due to the defective marl etmg orga 
m«ation The cultivator who glows, n. ®maU amount of 
of erqns cannot afford to jyind these to 
Absence of good distant markets as tliat means a 

roads 

great lo®b of time Often there is a 
complete ab®ence\of good roads connecting his village 
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mtli the distant inarket«J So he has to sell the crops 
in his village marhet, or to the hepci' 
hy ^ Qj. Qj. otijer middlemen who 

mi emen conie to the Villages to buy the produce 

from the growers The cultivators are illiterate, and do 
not loiow the prices pievaihng in the more important 
maikets The nuddlemen often pay 
Talse weights them less than the marl et price The 
culti\ators may have taken dadans or 
advances from the middle men at the time of the sowing 
of seeds In ^^uch ea'tes theie ma> be an understanding 
that the crops will be cold to the latter These maha 
jans take advantage of their position, and do not always 
pay tlie proper price to the sellers Moreover, prices of 
the crops generallv reach a very low level after the 
harvest, and rise after a few months The cultivators 
are evtremely poor, and so are often forced to sell the 
crops immediately after the harvest 
Sales of crops Had they been able to hold their crops 
t«”batTest 8 ^ months packed, they could 

haie «old at a better price As it is, 
the middle men pureha'^e crops at the low price after the 
harvest, hold them till prices and «ell them in the 
big markets In this way they get all the profits It 
has been estimated that the actual cultivator gets only 
four annas out of every rupee paid by the ultimate con 
sumer of wheat products The reinaimng twelve annas 
are pocketed by the middle men 

Thus we see that the income of the cultivators can 
be easily doubted if the present defects 
Remedies 111 the marketing organi-^ation are 

remedied government should pass 
a law pre«cnbing a umform, standard weight for the 
whole country And ngorous steps should be taken to 
II — 5 
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inspect, from time to time, the weigiits ■which are used 
by the dealers Good roads and 
Standardisation j-ailways shouid be constructed, linking 
tlie villages 'With the principal markets 
The cultivators should be organised into co operative sale 
societies These should market the 
Good roads combined crops and then divide the 

sale proceeds among the members 
according to their share of the crops The government 
should give financial help to these societies to enable 
them to build godowns in the villages. 

cultivators will deposit their crops 
m these godowns and obtain receipts in 
exchange The co operate e credit societies and other 
institutions should grant loans to the cultivators against 
these receipts up to a certain percen- 
^odovmf lalue of the crops deposited. 

In this way the ryots ■will he able to 
satisfy their immediate monetary needs IVhen the 
prices Tvill rise, the society will sell the crops, and hand 
over the proceeds to the cultivators, after deducting the 
amount of the loan The cultivator will not he forced 
to sell immediately after the harvest, and ■will enjoy the 
benefits of higher prices 

Recently the government has passed an act provid- 
ing for the building of warehouses in different parts of 
the coiintiy The money for tho«e warehouses is to be 
found partly from the state governments and also fronr 
the Reserve Bank of India 


The iqaa behind the plough Lastly, we come to the 
cultivator hlany hard things have been said about this 


Defects ' 

more to his 


unfortunate man He is, of course, 
inefficient But his inefficiency is duo 
ill health and illiteracy than to any 
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mlierent defect m liis chiracter Because of Ins 
extreme poverty, he is often ill fed, 
111 heslili ill clad and lU housed So he falls an 

easv victim to vinous di^ea'^es like 
milana cholera, etc This lowers his vitilitv He is 
also illiterate, and ’^o is not in a position to Imow the 
ceientific methods of cultivation Ex 
Illiteracy treme poverty for generations has often 

killed his ambition and has induced in 
bim a fatalistic attitude of nund He is resigned to his 
lot, accepting it as the decree of the fate So he often 
fails to show a desire to improve his position All this 
IS no doubt true But he is diligent 
Unambitious and industrion*= His methods may 
appear primitive but they embody 
the wi<«dom of the ages Hts defects are due more to 
Ins enviionment than to himself Steps should be 
tal en to spread both general and agricultural education 
among the masses The government should introduce 
compulsory primary education in the country, and 
educate the peasants in modem methods of cultivation 
by organising demonstration farm's This will go a great 
way to improve the human factor in oiir agricultural 
organisation 

Summaiy of the defects We can now summarise 
the chief defects m our agricultural orgamsation First, 
the holdings are very small in size, and 
Small hold moreover, scattered m different 

parts of the village This makes large 
'cale production and the introduction of machines 
(a) Inadequate impo‘=‘=ible Secondly the soils are 
■watet supply drv rainfall is uncertain and often 
madequate , irrigation works are insufficient So 
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crops cannot be grown in abundance due to the 
ab'^ence of sufficient water supply 
Sb Thirdly, the lack of capital lies at the 

manures, etc root of most difficulties Owing to their 
poieity, tiie cultivators do not possess 
enough money to huy good seeds, better implements and 
niaeliines, to apply manure to their 
lands or to meet the expenses of digg 
ing wells and tanl s lie is steeped in 
debts Fourtlily, owing to the defective marlveting 
organisation, the cultivator does not 
(?) No second alwavs get the proper price for Ins 

dary occupation *=• / ^ ^ 

produce He seldom follows any other 
secondary occupation Otherwise, he could have 
jjiereased }»s jncoroe by working during 
^r^amsabon”^ the idle months He is weak and 
illiterate and unambitious Hence our 
agncultural organisation is jneffieient and we produce 
the lowest output per acre Tlie millions who toil on 
their «cantf lands scorcelv obtain anything to keep their 
body and soul together 

Eemedies The remedies for these defects have 
already been indicated in the proper places The prob 
lem of sub division should be solved by the consolidation 
of holdings by law or by the co operative method More 
irrigation works should be constructed to water the 
lands Co operative credit societies should be organi'^ed 
on a large scale to supply loans at cheap rates to the 
cultivator^ To help them in selling tlieir crops, co 
operative shle societies ^ould be organised an the 
villages Or, VI single co operative society should be 
orgam«ed, wlu^ would grant loans, market the crops, 
bmld godowms, gjirchase good seeds, manures and im 
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plemeiits on belialf of the members, etc Such a multi- 
purpose society should also do otliei rural leconstniction 
ivories, like the starting of sehools, the preaching of 
samtary habits, etc Above all, there is an urgent need 
of educating the peasants For, no improTement is 
possible -without a. wide diffusion of education among 
the masse" 


The state and agriculture The state can do much 
to secure the necessary improvements m the agricultural 
„ , , orgamsation It has, of course, done 

Steps taken by ® t* i / ^ 

the GoTCTiiment "ometumg It uas, tor example, exca- 
to improve agii Tated many irrigation works, has dug 
culture large canals, and encouraged the 

construction of rreUs and tanks It has tried to 
consolidate the scattered holdings on the co operative 
method m the Pun3ab and other States Comohdation 
of Holdmqs Acts have been passed m 
^^“*”**™ Madhya Pradesh and other States. 

Separate Vepaiiments of AqncuUure 
have been started in all St'^tes These have opened 
Demonstration farms where the cultivators can watch 
improved methods of cultivation The"e 
Stud bulls aI"o help m the distribution of good 

«eed« Attempts have been made to 
improve the breed of the cattle Under the inspiration 
of Lord Linlithgow, better stud bulls were presented by 
many individuals for improving the breed of the cattle 
The government is al"0 trying to spread primary educa 
tion among the masses But the results 
ha\ e been meagre Several agneultural 
"chools and colleges have been started 
in the different States To co ordinate research 
work in agricultural operations, the Government of 


Agricultural 
schools and 
colleges 
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India has started tlie Indian Council of Aori- 
^ cultural Research This Gauncil is 

carrying on important research work in 
Tarions directions The government has also passed the 
Agriculturists Loans Act, and the Land Improvement 
Loans Act It is advancing takhavi 
TalskaM loans loaiis to the cultivators to help them in 
times of distress and scarcity It has 
started the eo operative movement to help the cultivators 
in vanons ways The credit societies 
Co operation grant loans and help them in marketing 
tlieir produce Lastly, tlie government 
IS now paying increasing attention to the improvement 
of the marketing orgamsation As a preliminary step 
marl eting officers have been appointed 
i^m^arkrtmg* whose duty is to conduct a searching 
enquiry into the marketing conditions 
of the different crops 

Thus unlike the industries, agriculture has received 
some consideration at the hands of the government But 
the effects have not be^ considerable It will take 
several centuries, at the present rate of progress, to im 
prove all the acres of land which are cultivated More 
active and often more drastic steps should he taken, if 
the condition of the masses is to be improved 
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Co operation Reference lias already been made to 
the CO operative societies -which have been started by the 
govei-nment to supply loans to the cultivators What 
are co operative societies ’ The«e are societies which 
have been organised on the principles of co operation 
The fundamental principle of co operation is that 
strenqth hes tii timtif The poor and the weak 
members of the society may not be able to do anything 
by their separate efforts But they can do much in 
combination with each other United they can eliminate 
the capitalist owner, or the grasping middle men, or 
otherwise secure all the advantages of wealth A co- 
operative society IS thus a voluntarj association of a 
number of individuals, each of -uhom may be insigni 
Scant, but who try, by their umted efforts, to secure 
some matenal advantages and their moral development 

Principles of Co operation. What are the funda 
mental principles of co operation t As we have already 
stated, the first pnnciple is that union 
Unity isstienath By forming a CO operative 

society, the poor and the weak members 
of the coinmiimty are able to «tecure all the advantages 
which aie enjoyed by the rich Secondly, 
Free assoaahon the CO i^ratiie societies are based on 
the principles of free association and 
€qnaCifv fndivicfuafs are free to become members of 
2 the society All members enjoy the 

‘'ame status in the organisation 
Another principle is that of sohdanU} Each in- 
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dividual, ■when he becomes a member, must stand 
by the society and all its members 
SoLdarit 7 undei ill Circumstances Each must 

fight foi all, and all must help each 
othei Then there is the principle of pioxiimty The 
members of a society must have iiiti 
Proximity mate knowledge of each other, and 

should therefore, live in a common 
locality Herein lies the distinction between a co 
operative society and joint stock company The latter 
can be formed by completely unknoira persons living far 
and wide A co operative society must also be economt 
cal in its worl ing It should not bo 
Economy estra\agant and should induce its 

members to practise thrift As far as 
possible, the members should render voluntary services 
A CO operative society is not like an ordmarv association 
It pursues a higher ideal It seeks to infinence tlie life 
of the members by fostering in them the spirit of self 
help and mutual help It amis at the improvement of 
the human factor in the orgamsation Its hims, there 
lore, go beyond lending money or selling 
«rd=velopm"irt 800(b Improvement in the 

material conditions of the members 
IS sought as a means to ‘secure their mental and moral 
development 

History Co operative credit societies to help the 
poor cultivators were first started by Herr Baiffeisen in 
Gernnnj These have proved a notable 
First started at success not only in that country, but 
MDtu^ Denmark, Holland, Ireland and 

other western countries Towards the 
end of the 19th century, so'me co operati\e societies were 
started in India to relieve the acute distress of the eidti 
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v\toi« The Madras government asl ed one of tlieir 
official^, ill Frederick jMCholson, to submit a report on 
the subject Tint gentleman summed up Ins conclusions 
111 tiro words, ‘Tind Baiffeiseii” He suggested tile- 
establishment of cooperative societies to soUe the 
problem of ruial indebtedness In 1904 , 
Cooperatne So- gor eTTUiieiit passed the Co o»e>a 

cities Act of " ^ , , 1 , .1 

i90i tne Societies Act to regulate the 

development of the movement At first 
proMsions rtere made only for the starting of co opera 
tir e credit societies to supply loans to the members Any 
ten persons of a village can form such a society Its 
mam purpose is to collect deposits from members and 
others and to grant loans only to tbe members on easy 
terms The liability of each member is unlimited * A 
large number of eo operative credit societies \rero 
started all over the country, and in course of time need 
was felt for expansion of the movement in other direo 
tions So another act was pas'^ed m 
cjrtiw '*Act ^of became possible to organise 

1912 societies m other directions, such as co 

operative «ale and purcha'se societies 
etc Central and Provincial Co operative Banks were 
orgam=ed to supply funds to the village societies The 
structure of the movement is governed in es'^entials by 
this act, though in recent times, some changes have been 
introduced by various State acts to suit the special 
requirements of the different State's 

Features of the movement At pre'^ent the move 
isest h&s b€en dercJoped m the fbiiowing ciirecfion« 
The large majority of the societies have been orgam'?ed 
to help the agriculturists The^e are both of credit and 
non credit tvpe But the credit societies are predomi 


See Page 76 
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nant as t'he'?e form abovit 80 per cent of all agricultural 
societies Tlie mam rea'^on for this is that co operation 
IS meant mamly for the poor, and the 
vast majority of the poor m India belonc; 
to the agneultural classes Moreover, 
the supply of cheap credit was felt to he the chief need 
of the poor cultivators, and 'o the movement has 
remained even to this day a predominantly credit move 
ment In suh'ieqiient years, need was felt for developing 
non credit types of societies, such as the co operative 
puicha=c societie':, •^ale societies, irrigation ‘!Ocietie«, 
cattle insurance societies etc But the progress in tins 
direction was eiitreinely slow There are al®© co operative 
'societies of various tvpes to meet the needs of the non 
agneultural cla«'!e®j such as co operative credit, sale 
and purchase «ocieties for the artisans, co operative 
stores, etc Many cential and State cooperative 
banl s have also been established to finance the primary 
societies Lastly, one important feature of the ludiaii 
mo^ ement is that it has not sprung up from the people 
ns m Germany It has not been based, as it should be, 
on the voluntary effort of a people determined to improve 
their conditions It has been initiated by the govern 
meiit, and is based all along on the active support of 
the ®tate 

Rural credit socities The basis or the cells of tlie 
mo\ ement are the primary co operative societies 
The«e are of two types, — credit and non credit Primary 
agricultural credit societies form nearly 80 per cent of 
all agricultural societies It is, therefore, necessary to 
make a detailed study of the constitution and function 
of these "ocieties 

The®e societies can be formed by ten or more 
persons They must be major, and must live in a com 
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mon loc'ihty neir each other so that they loio'w each other 
^lltII?lately The Inhihty of each society is unlimited 
If the society is unable to pay its debts, 
Organisation of creditor can attach all properties of 

prmary socie member in settlement of their 

claim': At the time of admission, each 
member pays a small athmcision fee, and has generally 
to bny some shares All the members fitting together 
form the Geneial Committee, and elect some of them to 
serve on the Managing Committee of the society The 
managing committee performs all the business of the 
society Avith the help of a «ecretary All these members, 
including the secretary, receive no 
Tunctions remnncration for their «eryices The 

management of the «ociety is, therefore, 
democratic The mam function of these societies is to 
grant loans to the members The capital of a society 
consists of the admission fee«, the sums paid by the 
members in respect of the shares bought by them, 
deposits received from members and others The 
societies also receive loans from the central co operative 
banhs All this money is lent by the society to its 
members only Loans are granted for productive pur 
poses like the purchase of good seeds, implements, etc , 
and also for unproductive purposes hke the marriage 
of daughters, etc Tbe<«e are also granted to meet the 
current needs and for the repayment of old debts At 
least two other members must stand as 'security for the 
repayment of debts The loans are to be rapaid in easy 
instalments If, at the end of the year, anv profit is 
made, at least one fourth of the profits must be earned 
to a Reserve Fund After this has been done, the 
members can ■spend ten per cent of the profits for chant 
nble and other purpose-? Dividends up to a certain 
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percentage can be paid to tie members according to tbeir 
paid up capital The aceonnts of the society must be 
audited each jear, often by the staff of the Registrar 
of Co operate t. Societies, a high government official ■who 
directs the whole movement These societies enjoy some 
privileges They do not pay income tax or stamp duties, 
etc Besides the granting of loans, the societies al'o 
aim at tlie mental and moral development of the 
member'! Some of them maintain schools, dispensarie'!, 
etc 


The question of unlimited Lability The principle 
of unlimited liability has been regarded as an es«entioI 
part of the co operative movement The principle 
means that whatever the value of shares held by a 
member of a co operative society, his liability for paying 
the debts of the society is unlimited If the society fails 
to meet its debts, the creditors can attach the properties 
of the members in settlement of their debts It is claimed 
that tins principle creates a sense of collective respon 
sibihty among the uienibeis of a society All members 
know that if a bad debt is granted to a member who will 
squander the funds and Will not repay the loan, and if 
the society comes to grief as a result, they may be called 
upon to meet the loss incurred by the society Hence 
each member is expected to exercise vigilance over the 
waj in which loans are granted and to watch the activi 
ties of other members Thus this principle is expected to 
foster mutual watchfulness, mutual trust and mutuTl 
supervision Moreover, if the liability of the members 
IS unlimited, the rich people may be willing to deposit 
ilhni" if midr wivil- ille* ni«ii- ininiey* \viil’ ihr smfr, 

for in case the society fails to pay it back, they can attach 
the properties of the members In recent times, how 
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€Ter, «:ome authorities li'ive questioned the utility of this 
principle, and have suggested tint in future societies 
should he organised on the bn^is of limited liability 
Co operation and the cultivators Besides the grant 
mg of loans, the cooperati\e Tnovement helps the 
agriculturists in many other wavs The 
How can co- cultivators have formed co opci ative 
-agriculture 5 ^ juK/flflOH socicfiCjS, and With mutual 

help dig wells and tanks for irrigating 
their lands In some States, cattle tnsiuance societies 
have been formed Tim members pav n very small 
premium IVheu their cattle dies, the society grants 
them funds to purchase another bullock We have 
■already mentioned the co operative purchase and «ale 
■societies The coopetatue pui chase societies buy 
good seeds, manures and other requirements of the culti 
vator members at wholesale rates, and distribute these 
among the members who are allowed to pay for the goods 
in instalments The co opeiattve sale societies {eq, 
the cotton sale societies of Bombay, the paddy sale 
societies of Bengal, the sugar cane sale societies of the 
UttaPi Pradesh and Bihar, etc ) collect the crops pro 
duced by the members and sell them in the marl et at 
better prices In this way, these try to eliminate the 
middle men so that the ryots can enjoy all the profits 
Tjastly, mention must be made of the co operative con 
sohdatton of holdmqs The^se have been started with 
great success m the Punjab The members seek to con 
solidate their scattered inhino^j; hy i’ixsis? 

societies Besides, co ope) attvc anti malarial societies 
{m Bengal), 'better living societies (esp in the Punjab), 
iuial reconstniction societies, etc have been estab 
Jished 
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Co operation and Cottage Industries The co opera- 
tive movement may also be of great help to the artisans 
engaged in the cottage industries. 
^^CTation^” help suffer from the same difficulties as 

the artisans > the cultivators They are extremely 
poor, and are heavily indebted to the 
mahajans There is no orgaiusation to enable them to 
purchase their raw materials or to sell their finished 
products In India, something has been done to help the 
artisans In the TJ P , for example, weavers’ co-operative 
societies were started at Agra and Barbanhi A co 
operative yam store is working at Sandila in Hardoi s. 
District In Bihar, two weaiers' stores have been started 
at Bhagalpur and Ranchi, and other societies have also 
been established for supplying credit In the Madhya 
Pradesli, the Basin Wea-vere’ Cooperative Society an 
Benr has achieved good success In Madras, a large 
number of IVeavers’ Co-operative Societies were started ; 
and these have been orgamsed into the Madras Handloom 
Weavers’ Pro\ineial Co operative Society But unfortu- 
natelj , like other co operative soeietie', these types of 
societies have not proved successful 

I 

Co operation and the urban people The co operative 
movement has al'io spread among the urban areas Co- 
operative credit SQCtehes have also been established 
among the poor and the middle class people living in the 
towns The employees of many large firms and of gov- 
ernment departments have also orgamsed credit societies 
among themselves The'^e societies are well developed 
in Bomba} and Madras where almost all important 
towns posse'JS such credit societies A few credit socie- 
ties .ha\e al=o been orjtamsed amon^ the factor^y 
workers in Bombay and Calcutta Another important 
direction in vhich the njovement is helping the towns- 
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people IS in the organisation of liousinff societies 
People belonging to the middle class do not possess 
enough resources to posse'^s a house of their own, and go 
on paying high rents throughout their lives in the towns 
A CO operative housing society assists members to bmld 
independent houses of their own by granting loans, and 
by rendering other help Such societies are mostly- 
developed in Bombay where the government has helped 
these societies with the grant of money They have been 
of some help in solving the housing problem in the towns 
In some States, co operative insurance societies have also 
been organised for the benefit of the members Lastly, 
people living in the urban areas have also benefitted from 
the consumer's co operative stores \vhach have been 
organised to sell goods required by the members at 
leasonible prices 

Co operation and consumers The co operative 
movement is not merely an organisation for supplying 
credit to the members It has also been organised, 
especially m England, for the sale of goods at reasonable 
prices among the members These societies are known 
as CO operative stores They are usually orgamsed in 
the following way A few people join together and raise 
some capital by purchasing shares The liability of the 
members is limited This society purchases the goods 
5 eqmred by the members at wholesale prices, and sells 
them to the members at current market prices The 
profits, after deducting the expen'^es, are distributed 
'imong the members usually m accordance with the 
'’mount of their purchases from the stores In India, 
‘•everal co operative stores have been started in different 
States Stores attached to college hostels and railways 
hare also been established Mention must be made off 
the Tnpheane Stores of Madras, which has achieved 
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«orac s^iccess in this direction But on the whole the 
success of the movement m tins direction is doubtful 
The cliief leasons for this stnte of affairs are the want 
of loyalty on the part of the members who do not always 
tal e care to purchase only from the stores In order to 
nial e it a success the managers must understand busi 
ness But unfortunately many of these stores ha% e been 
managed by people who are lacking in business instinct 
lienee these stores have been badly managed 

Financing of Societies "Wherefrom do these societies 
get their money f We 1 now that cultivators are es 
tremely poor How does a society 
^re^smalT consisting of poor members iind enough 

money to lend ^ The members of 
course buy small shares Tho«e members who are fortu 
nate in possessing «ome surplus money deposit it with 
the society But this is not an important source as the 
number of rich members is small So the funds obtained 
in this way are not expected to be large considering the 
acute poverty of the majonty of the member® The 
society also accepts deposits from non members But 
these amounted to only Ks 1 60 crores in 1953 54 a very 
small sum compared to the needs of the 
from (feVtrTl i^^^bers The major portion of the 
Bants funds of a society is borrowed from the 

central eo operative banks These 
have been formed by the umon of the primary societies 
and their shares have also been purchased by private 
individuals These are located at the distnet or talnl a 
headquarters Their mam fimction is to lend funds to 
the pnmary societies 

These banks m their turn borrow from the State 
■Co operative Banks They are situated at the capital 
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of the State Almost all States pos'se'^s a State Co- 
operative Banl These banks accept 
Piovmcial Co- (teponts 111 e tlie ordinary banks, and 
operative a borrow monev from the Receive Bank 
of the India or the State Bank, and lend their funds to 
the central co operatic e banks 


Achievements of the movement The progre-’s of 
the movement has been remarkable In 1914, there vrere 
only 16,000 ‘societies The number has 
Supply of loans increased to 198 6 thousands in 19o3 54 
It has also conferred remarkable bene 
fits on the people, especially the agricultural clashes 
The credit societies have supplied funds at low rates 
Xoivermg of to the ryots Their competitaon has 
Tates of in forced the maha 3 ans to lower the rates 
terests interest charged by them The hold 

of the money lenders "has been loosened in many villages 
They have fostered habits of thrift among the members 
Money which would otherwise hive 
been hoarded nre now deposited with 
the societies The«e societies are giving 
to their members training in the handling of money and 
111 the elementary principles of banking 
They have served to spread banking 
habits jn the rural areas The «ale, 
purchase and other societies are rendering large benefits 
to the cultivator^ In tho^e places where there are good 
societies, a marked change is noticeable 
Jloral benefits in the outlook of the people The moral 
benefits are no less important “Liti 
gation and extravagance, drunl enne-^s and gambling are 
all at a discount in a good co operative society, and in 
their place will be found industry, self reliance, and 
straight dealing, education, and arbitration 'jocietie^, 

ii — 6 
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thrift 


Training in 
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thnft, self help and mnttial help ” These societies pro- 
vide valuable training m business methods They are 
regarded as a “net work of elementary schools in rural 
finance ” The members of the Managing Committee of 
a good society get training in the keeping of accoimts, 
and in the handling of monetary affairs In many places^ 
they have kindled a desire for education among the 
illiterate members Lastly, some societies are making 
contributions for charitable and pubbc purposes, for 
example, maintaining charitable dispensaries etc 

Defects All this is, no doubt, encouraging But in 
recent times the movement is exhibiting serious weak- 
nesses The movement has failed to 
Tlie societies do foster the true co operative spirit in the 
*d'.r members The credit societies have 
often neglected their co operative ideals 
and have worked as mere money lending institutions A 
CO operative society is not a glorified money lender It 
aims fundamentally at influencing the life of the mem- 
bers towards an all round development The co operative 
societies have often failed to follow this ideal The mam 
reason for this is that little attempts have been made 
to teach the principles of co operation to the illiterate 
villagers Hence the members regard the societies as a 
mere government agency to grant loans at cheap 
rates 

There are other defects Not even five per cent of 
the agnciiltural primary societies can be regarded as 
financially sound In some States like 
Bombay and Assam, more than 40 per 
■rent those s&Gieties hsre been >^assi- 
fied as bad institutions The main reason for this is 
that nbmt of the societies are very lax in insisting on. 
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Farountism in 
granting loans 


regular repayment of loans The metnhers sho'w an 
excessive tenderness m dealing vntli 

Unpunctuality in defaulting borrowers This is certainly 
repayment of ° 

loans bad Loans must be paid off in 

regular instalments, except in special 
circumstances lihe the failure of crops etc Hovr can a 
society vrork successfully where the members do not 
care to pay off their dues ? On many 
occasions jictitioiis repayments have 
been recorded If the borrower is a 
favourite of the Secretary, the latter makes an entry in 
the books that the loan is repaid on the due date But 
immediately aftenrards a new loan is granted to that 
member so that he need not pay any cash In this way 
the loan remains outstanding This is against the true 
CO operative spirit Often loans have been granted to 
the favourites of the members of the 
Orerdae loaM Slanagmg Committee in excess of their 
repaying capacity As a result, a larqe 
portion of the loans has become overdue, and the 
socxeUes are facing financial rum The trade depres 
Sion and the fall in prices of the agricultural crops are 
also responsible for this state of affairs Owing to the 
abnormal fall m agricultural prices, the 
incomes of the cultivators became 
smaller than before So many of them 
were not in a position to repay their loans 


The various governments are taking steps for the 
recoQstraetion of the movement on sound lines Too 
much ‘Should not be made of the defects of the co 
operative movement All young democratic orgamsa 
tions suffer from such defects They can be rooted out 
with care and vigilance 
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On the trhole, in spite of many things done, the 
organi'sation -which provides occupation for the vast 
majority of the people of our country still remains highly 
inefficient "We are fortunate in possessing immense 
natural resources But we lack capital, and our orgams 
mg capacity is very low The prosperity of our country 
depends on the •solution of these problems 



CHAPTER 8 

SYSTEMS OF LAND TENURE IN INDIA 


The state in India has demanded, from tune 
iromeraonal, a share in the produce of the earth from 
every cultuator In their efforts to 
Different sya collect reienue, the different govern- 
terns o tenure introduced different systems 

under -which land -was held m the different states The 
different systems of land revenue consisted of three 
things —each of them contained the principles accord- 
ing to -which the revenue from land is to be assessed , it 
also laid down the methods of collecting that revenue, 
and lastly, the nghts of the person or persons who hold 
land subject to the payment of revenue The systems of 
tenure can be broadly divided into two groups, — ^perma 
nent and temporary •settlements In the system of 
Permanent Settlement, the revenue is fixed permanently 
In the temporary settlements, the government revises the 
land revenue after a certam period These are of three 
lands, — ryotwan, mahaltvan and malqusan settle 
ments We shall study them one by one 

Permanent Settlement According to the system of 
permanent settlement, the state recognised the Zemindar 
fferenue was fis proprietor of the estates held by 

ed permanently him, and fixed for all time to come the 
with the Zemm revenue to be paid by each Zemindar 
in respect of his land The amount of 
land revenue to be paid to the government was never to 
be increased This system -was introduced m 1793 in 
Bengal by Lord Cornwallis It was later extended to the 
Banaras district of the Httm* Pradesh, and to North 
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Madras At one time, llie major portion of the lands in 
Bengal, Bihar and Onssa, about one fourth part of 
Assam (e <j , districts of Sylhet and Caehar etc ), Banaras 
and North Madras distracts were under the permanent 
settlement Under this system the amount of revenue 
to be paid by each Zemindar was fixed for ever If the 
Zemindar faded to pay the revenue on the due date, his 
estates ivas sold away in auction by the government 
The Zemindars were left free to charge any rent from 
their tenants The government, however, reserved the 
right to pass laws to protect the rights of such tenants 
As the settlement was made with the Zemindars, the 
system was also known as the Zemindan Settlement 
But there were Zemindars in other parts of India (for 
ex, in Oudh), but their revenue was not fixed 
permanently 

Temporary Settlements Under the system of tem 
porary settlement, the state did not fix permanently 
the amount of land revenue to be paid 
Revenue IS deter holder of land The revenue is 

porary periods fixed generally for a certam number of 
years, after which a new assessment is 
made with the ryots individuallj, or with them collec- 
tively, or with a proprietor or a group of proprietors 
These are known as the r^otwan, makalwan and 
malgnzan settlements 

Ryotwun Settlement When the government enters 
into an agreement with the individual cultivators fixing 
the revenue to be paid by each of them, the system is 
known as the r-yotwan settlement It prevails in 
Bombay, Berar, Madras (excepting some northern 
districts), Assam (exeeptmg a portion) The ryots 
pay the revenue directly to the government The 
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assessment is usually made for a period varying from 10 
to 30 years The government officers conduct an aceu 
rate survey of the lands m each village, classify them 
on the basis of their fertility, and make an estimate of 
the average amount of produce likely to be raised on 
each cla'ss of soil The officers then determine the value 
of this produce by multiplying the amount of crops vath 
the average prices of the crops From this sum, a 
certain amount is deducted ou account of the cost of 
cultivation The xcmaimng sum is known as the net 
produce Not more than 50 p c of this net produce can 
he feed as the amount of revenue This is how the 
revenue is assessed in Madras In Bombay, a «hghtly 
different method is followed At the onginal «ettle 
ment, a classification of sods was made on the basis of 
their fertility The officers then determine the rental 
value (* e , the rent that is paid or is likely to be paid 
for each plot of land) of the lands A certain percentage 
of the rental value is feed as the land revenue At the 
time of re settlement, the revenue in respect of each land 
is increased or decreased according as there has occurred 
a nse or fall in general prices and in the general pros 
perity of that part of the State In A'^sam, the period 
of settlement is osirally shorter than that m Madras 

The Mdhalwan Settlement is so called because the 
nmt of as^e^isment is not the holding of each ryot (as in 
the ryotwan system), but the whole 
Sr of “““ .f ™»PO'ea of a 

Dttar Ptadesk ™iage or viUages) whicli is assessed 
jointlT by the gorermaent The tenants 
of the mahal are jointly and severally responsible for 
paying tie entire revenue to the government The 
officers first deternune the rental valne of the lands m 
the viUage This is based on the aetnal rents paid in 
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respect of the land, or on the estimated rents Not more 
than 50 p c , of these net assets is fixed as the revenue 
to be paid to the government This system is in force in 
the Uttar Pradesh and the Punjab 

In the Punjab, the same system prevails witli some 
variations The revenue is collected through the head 
man of the village, who is known as the 
Hemenr^of ^the ^amhardoT But the holders of the 
Punjab estates are jointly and severally res 

ponsible for the payment of the revenue 
The share of revenue due from each owner is determined 
separately and may also be collected separately The 
cultivators, therefore, are in the same position as the 
ryots in Bombay and Sladras 

The Malquzan Settlement prevails in the Madhya 
Pradesh The Jfalguzars were onginally farmers of 
revenue in respect to the estates held by them The 
Alujguran Set government recogmsed them as pro- 
tlement of the prietors and made them responsible for 
Madhye Pra paying revenue It is thus a Zemindari 
settlement But the revenue paid by 
each Malguzar or Zemindar is not fixed permanently. 
The assessment is made as under a ryotwan system The 
government officers conduct a survey of the village lands 
and fix the rents to be paid by each tenant 

Land tenures in different States We have described 
the different sy«?tems of land tenure prevailing in our 
country We shall now describe the systems prevailing 
an different States In ^ssam, the major portion of land 
IS held according to the ryotwan settlement There were, 
Iiowe\ er, certain distncts where the system of permanent 
settlement prevailed In W Bengal, Bihar and Onssa, 
land was held according to the principles of permanent 
settlement But that system has since been abolished. 
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In the Uttar Pradesh, there "were three different 
systems of land tenure Permanent settlement regula 
tions -were introduced m the Banaras Division only 
Here the settlement -was made \nth the Zemindars, 
and their revenue was fixed permanently In the remain 
mg portion of Oiidh, a system of temporary Zemindari 
settlement prevailed The government entered into 
agreements with the talnhdars or chiefs for the collec 
tion of revenue They were regarded as Zemindars for 
all purposes, except that the amount of revenues to be 
paid was not fixed permanently This was revised at the 
end of thirty years The vanous forms of Zemindari 
system haie also been abolished In almost the entire 
province of Agra, the mahalwari system prevails It has^ 
already been described 

In the lladhya Pradesh, the malguzan system 
prevails in almost the entire State In the Punjab, there- 
are two systems of tenure, the mahalwan system and the 
ryotwan system In Bombay, the predominant system is 
the ryotwan settlement In Madras, the ryotwan system 
prevails in the major portion o f the State, excepting the 
northern part, where permanent settlement was intro 
duced The latter hos since been repealed 

Permanent or Temporary Settlement It is now 
necessary to make an estimate of the merits and defects 
of the two different systems of tenure Originally the- 
British Government "was in favour of the permanent 
settlement But this opinion soon changed in the favour 
of the second system The non official opinion was 
generally against the permanent settlement In Bengal, 
the original home of the permanent settlement, the 
majority of the members of the Bengal Land Revenue- 
Comrai'j'sion of 1938 advocated the abolition of the system 
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and the introduction of the ryotwan system in that 
State 


Defects of Permanent Settlement The permanent 
settlement was criticised on many grounds The first 
charge was that it caused a serious loss 
Loss of revenue of revenue to the government The 
amount of land revenue to be paid by 
each Zemindar was fixed for ever on the basis of the 


rents collected in 1793, and was about Rs 3 crores In 


Increase in the 
number of mid 
die men 


the subsequent 150 years, the level ol 
rents increased many times The 
Zemindars thus collected large sums of 


money from their tenants But the 


revenue paid by them could not be increased The gov 
emment, therefore, lost large sums of revenue It would 
have obtained more revenue if the revenue was settled 


temporarily Secondly, the system led to the creation 
of a large number of sub proprietors between the Zemin 
dars and the ryots These tenure holders, as they were 
called, were mere parasites, and were generally more 
oppressive than the Zemindars As a 
Oppression of result, the actual cultivators had to 
* suffer much Thirdly, the Zemindars 


gradually ceased to live in the villages They migrated 
to the cities and began to live a life of luxury Their 
estates were managed by naibs and gomasthois {le. 


agents) The latter oppressed the ryots and made illegal 
exactions from them Fourthly, the Zemindars cea'^ed 
to make any improvement in the villages The old tanlis 
which supplied water to the people and their lands dned 
up for want of proper re excavation The result was an 
lne\ itahle decluie in the agncultura'l conditions Fifthly, 
the cultivators had to suffer m another way Under the 
terms of tlie permanent settlement, the government 
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collected revenue from the Zemindars during all years, 
good or had No rerms'aon or suspension of revenue "was 
granted durmg the years of failure of crops The Zemin 
dars, in their turn, collected as much rent as they could 
even during bad years The ryots got 
Slow growth of reimssion even though the crops 
industries , ^ ^ . , .1 , 

failed But under the temporary 

settlement, the government grants remission and suspen 
Sion of revenue during sneh years Tjosthf, another 
serious criticism is that the system was responsible to a 
large extent for the slow development of industries 
Persons with money bought Zemindan estates as the«e 
yielded large profits Investment in land was also re 
garded as safer than that in industries Ownership of a 
Zemindan estate earned great prestige Hence people 
with money preferred buying land to investing in indus 
tries Hence few investments were made for developing 
industries 


Merits The advocates of the permanent settlement 
claimed many merits for this system First, it, for 
example, brought stable revenue to the 
Stability o£ government The amount of revenue 
tevenue varies ID the temporarily settled areas 

with each assessment Moreover, in 
the temporarily settled tracts, the officials are always 
occupied with the ever growing problems of adnumstra 
fion and collection of land revenue But under the 
permanent settlement, the collection of land revenue 


became easier, and the officials were able to give more 
attention to other ‘splieres of adimmstration Secondly, 
the tenure holders or the sub proprietors 
■dkSS ° constitute an important middle class, 

and they, along with the Zemindars, 
have been responsible for the great educational and 
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ciiltural progress of Bengal Thirdly, Zemindaxff 
Charit bi made many chantable investments and 

vestments by Ze risked their money for the develop 

“indars Dient of industries F'Ourthly, from 

the point of vievr of the government, 
the system secured the loyalty of the Zemindars Lastly, 
the periodic assessment of revenue causes much distur 
bance to the cultivators The permanent settlement 
avoided all these di/ficulties of temporary settlement 

Whatever the merits of the permanent settlement, 
the prevailing opimon is in favour of the temporary 
settlement The Zemindars had no interest in investing 
money in the improvement of land The governments 
of the permanently settled areas had also no intere<5t 
in making investments m the impro\ement of agriculture^ 
because any resulting increase of revenue would be 
enjoyed by the Zemindars The cultivators were too- 
poor to invest any capital Hence land became nobody’s 
property in the permanently settled tracts It was, 
therefore, aiged that the system should be abolished 
The government should buy all land from the Zemindars,, 
and introduce ryotwan settlement It will then have 
more interest in investing money in the improvement 
of agriculture 

In the last few years, all States have taken steps to 
abolish the Zemindan sy‘;tem Acts have been passed 
under which the state purchased the rights of the 
Zemindars after providing for the payment of compensa 
tion at various rates to the exi*5ting owners of landed 
estates The exact system ot land tenure that is to 
pre\ail after the acquisition of Zemindans is yet to be 
decided 
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Rights of Tenants In all States the government 
Ins been forced to pa'^s lavs to protect the rights of the 
tenants as against the landlords or the 
Fixity of tenure state These laws vary in different 
and fair rents States, hut ha\e generally followed a 
similar pattern The general principles 
underlying these tenancy laws have been to guarantee 
fixity of tenure and fair rents to the ryots Fixity of 
tenure means that the tenants should not be evicted 
from their land except for definite reasons (e q , 
persistent failure to pa> rents) They should also be 
required to pay only fan rents for the land held by 
them The landlord or the state should not demand 
unreasonably high rents from the tenants The rate at 
which rents can be enhanced by the landlords is also 
definitely limited Once the rents are enhanced they 
cannot be raised again except after an interval of 15 to 
10 years We shall now briefly review the tenancy laws 
passed m the different Stales 

In the Uttar Pradesh, the Congress Ministry passed 
an important tenancy Act in 1939 Previous to the 
passing of this Act, there were mainly 
Tenancy legisla toUo-Kuig classes of tenants m that 

lion in the Uttar area, e q , tenants at fixed rates, 
Pradesh occupancy tenants, ex proprietory ten 

ants, tenants holding on special terms 
in Oudh, statutory tenants and non occupancy tenants 
Occupancv tenants are those tenants who have held land 
in the village for twelve years A landholder who has 
patted wrti hfs- prupnefory ngMs in land obtains 
occupancy rights in his Iiome farm at a privileged rate 
of rent, e c , 25 per cent below the rate paid by the non 
occupancy tenants The statutory tenants enjoyed the 
right to remain in possession of their holdings during 
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their life time After their death, their heirs were 
allowed to hold on to the land for fire years only 

The tenancy Act of 1939 conferred hereditary rights 
on all classes of tenants except some non occupancy ryots 
The heirs of all tenants can now freely 
The recent Ad their ancestral land They 

of the Uttar cannot be ejected from their holdings 
Pradesh except m cases of prolonged default in 

the payment of rent The rates of rent 
to he paid by them were to he reduced gradually until 
these were equal to the level of rents prevailing between 
1896 and 1905 Once the rents are settled, the«e cannot 
be raised until after a period of 20 years The govern 
ment will remit or suspend the payments of rent during 
periods of natural calamities The tenants can sub let 
their holdings for five years The new Act also restricts 
the grant of Str rights m the case of big landlords to an 
area of 50 acres 

In Bihar, the vast majority of tenants now enjoy 
occupancy nghts These nghts are granted to tenants 
who have occupied lands in a village 
Tenancy Acts in for twelve years These ryots now 
Bihar enjoy the right to dig wells, build 

hou'ses and plant trees They enjoy 
hereditary rights in their holdings The level of rents 
IS to bo reduced to that prevailing in 1911 Bent can 
not be enhanced except after a lapse of 15 years 

In Bengal, a Tenancy Amendment Act was passed 
in 1938, giving more rights to the tenants As in Bihar, 
the vast majority of the tenants enjoy 
Tenancy Acts in occupancy nghts Their holdings are 
Bengal heritable, and they can transfer their 

land They cannot be evicted from 
their lands so long>^ as they pay their rent regularly. 
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Tinder tlie Act of 1885, it was provided that their rents- 
could be enlianced on certain grounds But the»e cannot 
be enhanced by more than 2 as in a rupee And once 
enhanced, rents could not be increased within the next 
15 years By the Act of 1938, these landlords were- 
prevented from increasing rents during the next 10 years 
As a result of these Acts, the tenants in Bengal en 30 y 
substantial rights against the landlords 

The Congress ilirustry of Bombay also passed a 
Tenancy Act in 1939 to safeguard the nghts of the 
tenants This Act created a new class: 
Tenancy Act in of “protected tenants" They cannot 
Bombay evicted from their lands -which they 

have held and cultivated for a period 
of not less than six years from 1932 Their heirs can. 
inherit the land under certain restrictions The rent to- 
be paid by them will be determined, in the absence of an 
agreement between the landlord and the tenants, by the 
officers of the government Their rents will be suspended 
or remitted during natural calamities No agricultural 
lease can be granted for a period of less than ten years 
This was done to encourage the tenants to inalce improve- 
ment m land Thus the tenants m Bombay have also 
been granted reasonable protection regarding fixity of 
tenure and rack renting by landlords Similar legisla- 
tion has also been passed in other States 

Land reforms in the Second Plan The Second 
Plan contains a number of far reaching recommendations 
for carrying out reforms in the land system By 1955 56, 
the abolition of Zemindanes has been completed over the. 
greater part of the country The number of tenure 
holders who lield land between the Zemindars and the 
cultivators has been reduced, though not eliminated* 
There are now three mam categories of persons sub- 
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sisting on land^ — the owners who hold land directly 
under the state, the tenants who hold land from the 
owners, and the landless labourers The rights and 
obligations of the first two groups of persons have not 
jet been properly integrated with programmes of land 
reform To remedy this defect the Planning Commission 
have set forth a number of propo<5als for the reform of the 
land system m the country 

The hasic idea on which these proposals have been 
formed is that “small peasant owners will m the 
immediate future form the mam body of cultivators ’ 
Persons who hold one family holding or less, t e , an 
area of land which yields a gross average income of 
Bs. 1600 per year, or a net annual income of Bs 1200 
(including remuneration of family labour) and is not 
less than a plough unit, are to be regarded as small 
cultivators To ensure the preponderance of small 
cultivators the Second Plan makes two proposals 
"First, the owners of land should not be allowed to resume 
land from their tenants for personal cultnahon beyond 
a certain limit This should be fixed at one family 
holding, subject to a minimum area being left to the 
-tenant If, as a result of such resumption of land by 
the owner, the holding left to the tenant becomes smaller 
than a basic holding, the government should endeavour 
to provide him with additional land for cultivation so 
ns to bring his holding to the level of the mimmum area 
needed for profitable cultivation 

Secondly, there should he an absolute limit to the 
amount of land an individual may hold As a general 
rule, such ceilings on land should be fixed at three times 
the family holding for an average family of 5 persons, 
or a maximum of such holdings where the number of 
-members is larger than five But the actual land 
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ceilings sliould be determined by eacli state on the basis 
of the prevailing local conditions Such land ceilings 
should not, hoTve\er, apply to the tea, coffee and nibber 
plantations, orchards, specialised farms engaged in 
dairying, wool raising etc If a person is found in 
possession of land in excess of the ceiling, the excess 
IS to be acquired by the government compulsorily on 
payment of compen'^tion in the form of bond's redeem 
able in 20 years Tins land is to be distributed among 
the tenants and the landless labourers 

The second part of the land reform proposals relates 
to the tenants Steps are to be taken to bnng all such 
tenants into direct relationship with the state As far 
as possible, the amount of rent should be reduced to a 
level not exceeding one fifth of the pioduce of land 
It IS desirable that the state should undertake the 
task of collecting rent from the tenants and pay it to 
the landlord after deducting the cost of coDection 
a sort of final picture, the Plan looks forward to a ^itua 
tion when the tenants will become the owners of land 
they cultivate This wifl happen in two stages At 
first the state should buy out the land held by the 
tenants from theit owners on payment of compen'^ation in 
the form of bonds redeemable in 20 vears when circum 
stances and the financial condition of the state permit it 
to do so The tenants, however, would ha\6 to pay rent 
so long is the Inbility of the state in respect of the 
payment of compensation to the owners continue But 
after the liabihtie's are cleared, tenants would probably 
become the owners of land In addition, ':olvent tenants 
may be nllowed to buy the interests of the owners at a 
price which «hall be “a suitable multiple of the rental 
value of land or of land levenue'; ” 

ii— 7 
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Thirdhi, greater attention is to be paid to tlie 
question of providing land for the landless labourers 
During the first plan period, nunimum -wages Iia\ e been 
feed for such labours, and some attempt has been made 
to allot residential sites for them In the Second Plan- 
penod, it IS recommended tliat each state should draw 
up detailed schemes for the re settlement of such worhers 
on land after asse'^sing the areas likely to he made 
available JShoodan land should also be biought into 
those schemes 

All these proposals are meant to clanfy and stabi 
Use the rights of the different groups of people who hve 
on laud A rural structure based on such a body of 
small peasant owners can succeed in raising a larger 
output of crops only if land is cultivated mth care and 
efficiency Hence all proposals for land reform should 
contain provisions requiring all cultivators to maintum 
leusonable standards of efficient production and to 
pre«eive and develop the fertilitj of the soil Those 
who repeatedly fall below such standards should be 
warned and legislation should include such measures as 
the issue of directions to such^ultiiators, supervision of 
their worl , and in tlie last resort, for the assumption 
of nianageineut of their land 

This IS the mam outline of the proposals of Hud 
refomi included m the Second Plan The picture -would 
be incomplete unless certain other measures are con 
'sidered at the same tune All states should pursue a 
vigorous programme to secure consolidation of holdings 
In fins connection peasants o^v^lers and others should be 
encouraged to form co operative farms The aim should 
be to enlarge eo operative farming at the expense of 
individual farming so that ultimately the entire land 
of the village or groups of villages is cultivated 
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on that basis Thus -while land should he cultivated on. 
a CO operative basis, the agency -which is to provide 
leadei 'ship in the \ lilage is the Pancliayat The dei elop 
ment of a vigorous body of Panchmiats should therefore 
form an integral part of all land reform programmes 
The ultimate goal of this process of re organisation 
IS -what the Planning Commission has called ‘ the co- 
operative ullage management The primary object of 
CO operative milage management -will be to ensure that 
the land and other resources of the village are to be 
orgamsed and develox>ed from the standpomt of the 
village commumty as a -whole There has to be a good 
deal of tnal and experiment before the most suitable 
patterns of such cooperative ullage management are 
evolved The ideal also implies that the ownership of 
land belongs to the pea«ants But -with the progress of 
land reform the number of owners of land will increase 
and the existing disparities in the ownership of land 
will be greatly narrowed All others -would be provided 
in the village with opportunities for gainful work in 
agiicultural as well as non agricultural activities Once 
this stage of co operative village management is reached, 
the distinction between tho«e -who have land and those 
who have not -will loce much of its sigmficanee 

This IS the broad picture of the future village 
eoonomj enn«aged by the Plaiming Commission The 
details are yet to be dra-wn up, and the proposals will 
have to be earned out by the different states busy with 
their o-wn special problem" A large number of states have 
accepted the proposal relating to the land ceilings and 
thi" has been incorporated m «:everal Bills This con- 
crete proposal ha", however, come in for a good deal of 
criticism To place ceilings on land holding means that 
the income from culti%ation would also be limited Is 
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there any justification for putting a liimt to the money 
incomes of those who cultivate land, while the incomes 
of the non cultivating classes have been left free ^ It is 
of course true that the supply of cultivable land is linuted 
and all persons who depend on land for their livelihood 
should have some plot of land to cultivate and own If, 
on account of this reason, a ceiling on land holding is to 
he fiixed, it 18 only proper that similar limits should aI=o 
be placed on all other forms of income Uoreo\er, large 
holdings are essential for the introduction of scientific 
and mechameal methods of cultivation A break up of 
tbe^e holdings into smaller units may thus be an 
important factor in preventing the maximum develop 
jnent of land 



CHAPTER 9 

COTTAGE AND SMALL SCALE INDUSTRIES 

India occupies the eighth place in the list of 
ludustnahsed countries of the -world But the number 
Importance of organised industries is conipara- 

cottage Indus lively small in our country ilost of 
tnes the industries are organised on a small 

scale This "will be e\ ident if -we look to the proportion 
of TTorkers engaged in industries According to National 
Income Committee, only 10 7 per cent of the total 
number of workers m 1950 51 are engaged in industnes. 
Of them, however, the big organised industries support 
only 2 6 per cent of the workers The rest (i e , 8 18 per 
cent) are engaged in small, unorganised industnes 9 5 
per cent of the national income of India is produced by 
the small industries as compared to 6 5 p c from mimng 
and factory establishments Hence we can easily under 
stand the important place which small industnes occupy 
in our economic orgam':ation 

Cottage Industnes Unlike the -western countries 
we have to dei ote more attention to the small industries 
r)«.ppe.r.„<,e “'tage mdus- 

of Native tie' They are so called because the 
Courts manufacture is earned on generally in 

the home of the artisan himself and occasionally in small 
KarUianas India -was once famous for her cottage 
Industrie' The works of luxury and art produced 
by the'e industries -were pmed all over the -world Many 
of thc'e artistic industries gathered round the royal 
courts in the pre Bnfi'h day' Tlie rich patronage of 
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the king=i, nawabs and other noble men was responsible 

for the full growth of the'^e Industrie' 
Foreign compel. estaWishmeiit of the 

tion 

British Raj, fashions changed, and our 
Rajahs nnd Nanabs ceased to patromse the goods pro- 
duced by the cottage industries Hence many of these 
began to decline Another cause was the competition of 
machine made goods which were sent from England 
As these were cheaper, they displaced the products of 
the cottage industries So one by one these have died, 
and tho'e which remain are facing an acute struggle for 
existence 

Dehnition of Cottage and Small Scale Industries 
A cottage industry has generally been defined as one 
which IS carried on by the artisans in their own homes 
or in small karkhana' mainly with the help of the 
members of their family These are the traditional 
industries of India and are situated mostly in the rural 
areas, though quite a number of them ore to be found 
in the urban centres The«e include the industnes 
'lupplyiag the ordinary requirements of the people such 
as the handlooms, nee pounding, tamung and leather ; 
oil pressing ghams, potterj, rope and basket making 
etc In addition, these industries produce things of 
artistic skill 

A 'mall scale industry is one which has a capital 
of less tlian five lakhs of rupees and employs le'S than 
50 persons These are located mostly m urban and 
'semi urban area®, and may be divided into three types 
the'e manufacturing complete articles like cutlery, 
hardware, locks, sports goods etc, tho'e which act as 
feeder shops and undertake foundry work, forging, 
welding, electro plating etc , and lastly the servicing 
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tmits -wlacli carry out machinery repair® These nidus 
tries thus cover a wide range of products 

Important Cottage Industries A bnef description 
of some of tlie®e cottage indnstnes would not be out of 
place Ilandspinninq was almost mu 
Hand spinn ng "v er®al among women in ancient India 
Industry But the competition of machine spun 

yarn resulted m the complete di® 
appearance of this n dnstry It ha® however been 
given a new lease of life as the result of JIaliatma 
Gandhis movement It has been suggested that there 
is no future for this industry Hand spun yarn is less 
strong than the machine spun yarn and machines are 
more productive than the apinning wheels This is no 
doubt true But the provide® spaietmie occu 

pation foi the cultivator and hi® family most of whom 
remain idle in between the agricultural seasons Ee 
centlv an attempt is being made to re\ ive this industry 
through the introduction of the Amba) Charka 

The mo®t important of the cottage industries is the 
ha»d1oo)n ivdnst)}/ It has alwa>a been the most 
important industry after agricnltme 
" The indnstrv supplied ( 8 per cent of 
the cotton piece goods con®nmed in 
India in I9o0 51 If provides occupation to nearly 2Y 
million worl ei® and produce® goods worth Rs 50 crores 
per rear It is carried on all over the countrv Among 
Indian State® Madras produces the large®t quantitv of 
handloom cloth The notable centres of production in 
that State are 'Madura Salem Coimbatore Con^eevaram 
etc Bangalore citv in Mv®ore i® well known for it® ®ilk 
and cotton satts In the Uttar Prade®h there are many 
important centre® Famkkabad is well known for its 
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cotton punting , Fyzabad is noted for ^fanidant cloth, 
malmal and other cotton and artificial silk fabrics ; 
Barabanlvi is a large weaving centre , Bi;|nor produces 
gaiha and other cotton fabrics In Bihar, Darbhauga, 
Madhubani and Bihar Shariff are famous for a wide 
variety of plain cotton cloth In Oris«a, Sambalpore 
and Barpalh make sans, chaddars, coatings and shirt- 
ings , and Thakurpatna is noted for making sans with 
fine figure work on border In the Madhya Pradesh, the 
cotton fabrics of Burhampnr are considered second only 
to those of Dacca Nagpur is also a thriving centre of 
san pwductton In W Bengal, the most famous 
centres are Santipur, Antpnr, Dhanekhah, Rajbalhat, 
etc In. Bombay, the best known centres are in 
Hainatak and Maharashtra 

The cotton handloom industry is now in a depressed 
condition o^nng to the competition of cotton mills, both 
Indian and foreign. But it enjoys ^ome special advan- 
tages for which It will not die out 
Kom'induf possesses a good deal of 

try inherited skill, and he can manage his 

bu'siness with small capital Secondly, 
he gets the help of the members of his famil>, especially 
of the women and children In this way, his costs of 
production are usually low Tlurdlv, he carries on his 
business along with agnculture As he follows a subsi- 
diary occupation, his expenses are to that extent lowered. 
Lastly, he produces artistic clothes, each with a differ 
cut pattern The great merit of handloom cloth is its 
distinctiveness and delicacy of workmanship “It is ‘I'ud 
that wealthy women in America are prepared to pay % ery 
handsome price-s for the rough unfinished hand woven 
cloth from India, because it has a uniqueness about it” 
Here the mills cannot compete with him He ^also pro- 
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duces coar'ie clothes Trbich are preferred hy the \illage 
people on account of their durabiiitv This industry is^ 
therefore, sure to suniie 

SilK weavtnq is another cottage industry, though it 
IS much le'^s important than the cotton handfooni xndus 
try It exists all over the country But 
Silk weaMiig it is more important in Bombay, Slysoie, 
Madras, the Uttar Pradesh, W Bengal, 
and Assam The silk sons of Banaras are a household 
name in India much sought after in marriage seasons 
The Bangalore City is also noted for its silk sum In 
Bihar, the principal centre is Bhagalpur, noted for its 
tassai silk Berharapur in Onssa, Sualkachi m Assam, 
ilurshidabad, Bislmupur in W Bengal are also import 
ant centres of «ilk production Allied to it is the 
SencuUme indnstiy It includes the rearing of silk 
worm and spinning It is an important cottage industry 
in Mysore, Kashmir, Assam, and Murshidabad, !MaIda 
and Birbhum districts of IV Bengal This industry 
supphes about half the total demand for rav silk on the 
part of the Indian -vrearers 

The Woollen inditstrti ivas once famous for the 
production of artistic goods like shawl's, carpets, etc 
^ But now it is in a dying condition It is 

dnstry " found mainly in Kashmir and Mirzapur 

m the Uttar Pradesh Ludhiana in the 
Punjab produces large quantities of paslimina and 
shawls It aho produces large quantities of rough 
blan] ets for the ii^e of the common people 

In addition, there are many other cottage industries 
111 e the bra=s and bell metal industry, chiefly found in 
Banara's, Mondabad in the Uttar Pradesh, and Murshi 
dabad, Snnagar, etc , the pottery industry manufactur 
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ing clay dolls and utensils, especially of Knsliuagar ui 
West Bengal , the bangle making 
industry in the Uttar Pradesh , the 

metal industry ■' 

goldsmithy , J}tdi making industry , oil 
pressing qhanies, sweet meat making , rice pounding , 
etc Some of these industries are earned on by artisans 
as their whole time occupation Others are carried on 
as a secondary occupation by people who are mostly 
culti\ators Into this class belong the industries of 
basket making, nee making, gur making, cane and 
bamboo work and matting, rope making, etc 

Place and Importance of Cottage Industnes There 
are man> reasons wh> we should pay a good deal of 
attention to the development of cottage industnes in our 
country In the first place the number of people who 
derne their livelihood from cottage industries is more 
than the number employed in modem factories in spite 
of the development of large scale industnes To take 
I an example, the cotton textile mills provide employment 
for 1 xmllion workers, while the hondlooms employ about 
5 million people Hence it is essential that we should 
pay attention to the development of cottage industnes 

Secondly, these cottage industries provide subsidiary 
occupation to the agriculturists of our country The 
cultivators have to remain idle for a large part of the 
year and they adopt "ome cottage industry in the off 
sea'=on and in their leisure hours, thev will be able to add 
to their meagre incomes The development of cottage 
industries w iH, therefore be a way to solve the problem 
of mnl no^erty 

Thirdlv India po^'jesses a large population and 
«imall capitil If slie is to provide employment for all 
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tlie people, slie thU liive to develop mdnstnes wlucli 
Tequue small capital bnt which provide jobs for a large 
■number of people Cottage industries nr? of tins type 
These industries can be established vath comparatively 
small amount of capital, wheieas more people vnll be able 
to get job*: in the'^e industries than m large scale 
factorie'' 

Fourthly, the development of cottage mdustries will 
reduce the evils of congestion and over crowding in cities 
These industries can be established m the rural areas, 
and so the people need not migrate to the cities and 
towns in '=earch of jobs 


Lastly the development of cottage mdustries will 
re ult in the reduction m the inequality of incomes 
M hen big industries are «et up, a few owners become 
very rich, while the majority remam poor If cottage 
industries are developed, nobody will be very nch, and 
there will be a wider diffusion of wealth in the com 
Tuunitv 

Hence the Planmng Commission have rightly stres 
-'sed the importance of developing cottage industries 


DifScidties Most of tlie^e industries are now in a 
depressed condition The difhcitUtes of viost of these 
rMj .V j , tndust)i€S are siibstontially similar 
prodnction mamlv to the prevalence 

of old methods, lack of any orgam^ation 
and the want of sulBcient capital The methods of pro 
ductiou are very old The artisans are «till using in 
Tnnnv ca'^es crude implements fashioned by their fore 
fathers m the hoarv past The wool Weaver’s handloom 
IS still of the old type and the oil pressmg qham&a sbll 
retain the old form, «!hape and ^ize There has al=o 
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occurred no change in the methods of production The 
artisans still pursue the old methods of 
™ekof tetad manufaetunng goods They do not 
education move "With the times They are mostly 

illiterate and do not Iniow the recent 
improi ements Secondly, many of them also lack suitable 
techmcal skill as they have \erj httle opportunity of 
getting such training Thirdly, want of 
cheap jfjoney is tlie root of most difficultie'' 
The artisans are verj poor, and do not 
possess sufficient capital to purchase raw materials and 
to hold their finished goods Like the ciiltivntors, they 
are also heavily indebted to the mahajans and hai© 
fallen in tlieir grip The latter finance the artisans, 
supply the yarn and otlier raw materials, and buy the 
finished products The artisans are often forced to hny 
their raw materials dear and to sell their finished goods 
Absenea of oar “'‘'“P fundamental 

keting organisa difficulty IS witli regard to the market 
mg of the products The artisans find 
it very difficult to sell their output at anything like a 
remunerative price There is practically no organisa 
tion to sell their product^ 

Improvements In view of the place which these 
cottage industries occupy in our industrial organisation, 
Introduction of it IS ncces'^iry to adopt suitable reme 
better imple-^ (.hes for soh iiig these difficulties First, 
steps should be tal en to devise im 
proved implements and improied technique The 
Departments of Industries should make esperiments with 
improved types of inyilements These should be- 
popularised among the artisans by organising exhibitions, 
demonstration parties, etc Arrangements should be 
made m such a way that the artisans could purcba'je 
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them by paving easy instalments Secondly, the problem 
of insnfRcient capital ‘should be solved 
Co operative organising co operative credit socie 

credit societies „ , .. 

ties among the artisans If possible, 
the got ernment ^lionld grant ‘small loans to the artisans 
Thirdlt , the marl eting defects can be solved by orgams 
mg CO operatit e <=ale >?oeietie‘i Sales rooms and museums 
•should be established in all important 
Co operatne Centres of trade and in foreign countries 

sale societies 

vhere the goods 'should be on ‘=ale 
There ‘should be orgam‘ied a Central Sales Aqency hke 
the All India Village Industries Association It should 
open shop*!, and conduct propaganda in order to create 
popular taste for the products of the cottage industries 
Fourthly, it should take steps to teach the artisans to 
produce goods suited to modem tastes and fashion It 
should supply new designs and patterns 
to the arti*»ans They should be 
encouraged to produce specialities and 
artistic goods Lastly, the artisans 
must al<50 be smtablv educated Technical schools 
should be opened in all important 
centre^: of tlie'=e industries The artisans 
‘should be given adequate training m 
the improved techniques of production "Many WTiteTS 
ha\e suggested that provisions should 
^lectMc tr made for the supply of cheap electnc 

power to the^e industne' This is 
already being done in ifysore 


Supply of new 
designs and 
patterns 


Opening of tech 
meal schools 


But is it possible to 'keep these industries aliie ^ 
Is it not tliat our efforts to improve them will prove 
abortive ? Production m large factories is more 
economical than ‘^mall ‘scale production Hence these 
cottage industries wil! not be able to compete cnccessfuUy 
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ivith the large scale factories But we already Itnow 
that in spite of the economies of large 
prodnetioii, the small producers 
justnes have not heen driven out from all fields 

Thej simive in the production of 


arti'stic goods, and things for which the market is u«nally 
small The weaver, for example, possesses much 
inliented skill, and can get the help of the members of 
his family, especially the Momen and children who 
would otherwise ha\e remained idle He can 1 eep down 
his cost of production m this way The weaver algo' 
produces artistic sarees, each inth a different pattern 
and these are much preferred by the ladies The facto 
ries cannot hope to compete with a Banarasi Saree. 
There ^s also an urqent need for matyitaining oiir 
cottage industries as these provide spare time work 
to the aqncultunsts who hate to remain idle for the 
g} eater part of the y/ear and to the tiomen wh^o 
cannot adopt ang other occupation The artistic 
industries must al«o be 1 ept alive so that the industrial 
skill and the fine artistic aptitude of the arti'ins may 
not be lost 


The State and the small mdustnes The import 
anee of these mdustnes was well recognised in the Frst 
Plan, and concerted attempts were made to improve the 
orgamsation of the mdustnes The government took 
steps to set up six All India Boards for the de\ elopment 
of these industries Tliese are (1) the All India Hand 
loom Board, (2) the All India Khadi and Village Indus 
tries Board, (3) All India Handicrafts Board, (4) the 
Central Silk Board, (5) the Com Board and (6) the 
Small Industries Corporation The activities of these 
Boards tal en together eo\er almost the entire field of 
the village and small mdustnes The main function of 
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these Boards is to examme the problem of these indiis 
tries and to devise steps for improving their orgamsa- 
tion and marl etmg The Government of India have 
placed funds at the diqaosal of the'^e Boards -which are 
spent by them for the improvement of these industries 
For example, in 1953 the Parliament passed legislation 
authorising the levy of a cess or additional excise duty 
on imll made cloth ®ie proceeds are handed ov er to 
the Handloom Board and the IDiadi and Village Indus 
tries Board for rendering financial assistance to these 
industries Rebates are granted to the khadi indnstrj 
and the handloom in order to enable them to sell their 
output at lower pnces 

Secondly , followed the recommendations of an. 
International team of experts, the Government of India 
have 'et up four Small Industries Service Institutes at 
Bombay, Calcutta, Madras and Pandabad with branch 
umts in the U P , Bihar, Hyderabad and Travancore 
Cochin These Institutes are expected to provide vanou'® 
lands of technical service to the small industries such as- 
information about improved techniques of production 
etc They also propose to set up model -workshops for 
such industries as carpentry, pottery, blacksmithy etc 
In addition, another orgam^ation, the National Small 
Industries Corporation, has been estahhshed -with an 
authorised capital of Rs 1,000000 <5ubscnbed by the 
government The Corporation -will secure contracts for 
supplying various types of goods needed by the govera 
ment,— goods that may be produced by the small indus- 
tries Such contracts -will then be distributed by the 
Corporation among the small industrial umts, collect 
them -when production is completed and submit them to 
the government It -will also provide the financial and 
techmcal assistance necessary to execute these orders 
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Some attention has al «!0 been gi\en to improie the 
marketing organisation Some State Governments have 
established large empona and museums in big cities A 
Central MarJceting Organisation with regional offices and 
showrooms and an export marleting organisation with 
marketing officers stationed at important foreign centres 
have already been set up In addition, an All India 
Hanclloom Fabrics Marketing Co operative Society has 
also been set up and the Apex Societies in the States will 
be affiliated to this institution 

The result of all these measures has been enconng 
mg The production of handloom cloth, for example, is 
reported to have increa«€d for 843 million yards in 19ol 
to 1318 million yards in 1954, and is expected to exceed 
1,500 million yards in 1955 Production of khadi has 
also more than doubled from Rs 1 3 crores in 1950 51 to 
RS 3 5 crores m 1954 55 when output will exceed 18 
million square yards 

The Small Industnes and the Second Plan As 
compared to Rs 32 crores provided in the First Plan for 
the development of small industries, the Second Plan 
has increased the allotment to Es 200 crores The 
Second Plan has not only proposed to increase the 
amount of investment expenditure on these industrie«, it 
has also gi\ en a very pronunent place to the«e industnes 
in its scheme of dev elopment The plan has laid a con 
siderahle emphasis on the development of what aie 
called “heavy industries”, ie, industries which requue 
a large investment of capital, such as the iron and steel 
industry, machinery industry etc The development of 
-these industries would thus absorb the major portion of 
the funds to be earmarked for industries But they 
-would not provide much- employment for the people 
Moreover, these industnes produce capital good® to he 
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used m the making of other products But the people 
employed in these indu'^tnes as al«o others employ ed else 
TThere would want to buy consumer’s goods like cloth, 
uten'Jils, sugar, shoe", oil etc So it will be necessary to 
produce the«e cou^umer’s goods in large quantities to 
satisfy the demand of the^e people These consumer’s 
goods, for example, cloth, nny be produced in the large 
factories or m the small units Id e the handlooms We 
may provide for an increased production of cloth by 
setting up more cotton nulls But these large factoiies 
also require large investment of capital, — much larger 
than what would be needed to set up handlooms , aud 
they also provide less employment per unit of capital 
invested in comparison with the handlooms After in 
vestment in the heaN-y iiidustne", we \yiU be left with a 
comparatively small amount of capital The number of 
large factories that could be established with this amount 
of capital would not produce enough consumer’s goods 
to satisfv the demands ot the people, \%hile the number 
of additional jobs they would provide would be insuffi 
cient for the absorption of the unemployed men Hence 
the Planning Commission decided to concentrate on the 
large "cale development of snnll industries a" the next 
step m the proces" of indn«triah"ation The^e industries 
require comparativeh «inall amount of capital for their 
development and they proi ide more emplojuient per 
unit of capital inie&ted To take an example, a cotton 
■null V, ould prohabl> reqmre an investment of ("ay) 
Bs 40 lakhs aud would provide employment for (say) 
500 people If the "ame "um is im e"ted in the handloom 
industry, a large numbei of handlooms could he "et up, 
providing employment for (sav), 1,000 men The framers 
^ of the plan have, therefore, laid it down that "teps are 
to he taken to develop the^e "mall Industrie" to such an 

II— 8 
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e-^tent that these ■would be able to produce enough con 
sumer’s goods to meet the additional demand of the 
people The existing factory industries would be allowed, 
and even encouraged, to produce up to their maximum 
capacity But as a general rule no new large factories 
are to be set up in the present plan period 

The small industries may not, however, develop to 
the necessarv extent if they have to face the competition 
of large factories The handlooms, for example, arc 
finding it difficult to sell m competition with the mills 
So the Planning Coninussion ha%e proposed to adopt what 
it called, “a common production programme” to regu 
late the competition between the large and the small 
industrial umts This programme includes three points 
First, where necessarj, steps rrould be taken to deraar 
cate the spheres of production of the large and the small 
units For example, the types of goods which the small 
industries can produce with comparative advantages 
should be left to them while the remaining varieties are 
to be left to the large factories An industry produces 
goods of various kinds Some of them are to be left 
exclusively to the small industries, while others would 
be manufactured in factories Secondly, a limit should 
be placed on the productive capacity of the large indus 
trj For example, it may be laid dm.vn that no new 
cotton mill will be allowed to be established As a result, 
cotton mills will not be able to increase their output be 
j ond a certain maximum amount The productive 
capacity of the cotton nulls may thus be limited to (say) 

'i 000 million yards of cloth If the demand for cloth 
n&es aiJove tliis amount' to (saj )' 'FOlRf million yard's, the 
1 andlooras will be able to secure this additional demand 
for 2 000 million yards of cloth La«tlv, the progranmie 
includes proposals for the levy of a cess on the output 
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of tlie large industry The proceeds of this cess are to 
be utilised in granting a subsidy to the small mdustnes. 
Tims the goTemment has alreadj levied a cess or an 
additional excise diitv on the cloth produced by the 
cotton mills, and the proceeils of this cess are spent in 
granting a rebate to the handlooms As the mills have 
to pay the ce<!‘:, the prices of cloth produced by them 
will ri^e, while at the "same tune the prices of handloom 
cloth wdl decline on account of the payment of the 
rebate In this wav the handlooms will be better able 
to meet the competition of the nulls 

Lastly, the Second Plan has laid emphasis on two 
other proposals for -securing the expansion of these in 
dnstnes One is the organisation of indiistiial co- 
opetatues on a large "cale The-»e are the co operative 
societies of variou‘5 types which aie to be orgam«5ed 
among the artisans and the peoi>le engaged m the small 
industries Financial as«istance is to be provided to 
enable these people to form co operatues The govern 
ment already contributes 75 to SoV p c of the value of 
the shares to the weaaers to enable them to organise a 
eoeiety 

Secondly, indnsUial estat&s are to be established in 
the urban and semi urban localities where an organised 
attempt is to be made to provide adequate facilities for 
-loh ing the difficulties of the industries such as the 
supply of electncity at low rates, facilities for repairs, 
facilities for the traimng of the worl ers, a% ailahihty of 
technical assistance ete 

The=e piopo^ah have, however, come in for a good 
deal of cnticimi A number of economists li-we stated 
that acceptins a large part of these recommenda 
tions, they are not prepared to agree upon the necessity 
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or urgency of tlie proposals included in the coinmon pro- 
duction programme As the Second Plan has proposed 
to finance the. investment expenditure b> creating large 
quantities of new money, this will lead to inflation unless 
steps are tahen to inerea^-e the supply of consumer’s 
goods proportioimtelv Thej doubt the capacity of the 
small industries to meet thi'J increased demand for con- 
sumer’s goods Handloom production has ot course in 
creased in recent years But will tlie handlooms he in a 
position to double their output in the next fiv e 5 cars in 
order to meet the estimated demand for additional cloth t 
Hence, in their opinion, restrictions should not be placed 
on the capacity of the large factones, and the latter 
should also be allowed to increase their output to the 
extent necessary to meet the threat of inflation 



CHAPTER 10 
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Large Factories India lias al«o developed a number 
of large industrial establishments Tlie'e were started 
about a century ago, mostly by foreigners IVe ‘:hall 
gi\e here a brief description of «ome of the more 
important manufacturing industries 

Important Manufacturing Industnes The cotton 
imll t 7 idustr}/ should be mentioned first as it was practi 
cally the first industry on modern lines 
Sustr established bv Indians The first 

cotton mill was started at Calcutta in 
1818 But the real growth began when the first factory 
was established in Bombay in 1853 Since then there 
has occurred a rapid development of this industry It 
««pphes more than 66 per cent of the total consumption 
of cotton cloth in India At the present moment, four 
areas, Bombay, Madras, the Uttar Pradesh and 
W Bengal, lead in (he production of cotton goods The 
industry is more or Jess localised in Bombay and 
Ahniedabad , the Bombiv Piesidency possessing nearly 
60 per cent of the total number of mills in India The 
localisation of the ludustry m Bombav was due to the 
fact that Bombay possessed good facilities for abundant 
and cheap credit, and facilities for transport by rail and 
by steamer and a large supply of labour and raw 
materials The majontr of the nulls are orgamsed on 
the joint stock basis, and the capital has been subscribed 
mostly bj Indians Tlie management is also in the hands 
of Indians 
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Next in importance stands the iron and steel 
industry Though the first factory on modern lines was 
started in the 19tli century, the real growth came with 
tlie establishment of the Tata Iron and 
industry'^ Company at Sakchi in Bihar in 

1907 There are at present 4 or 5 
companies manufacturing iron and steel, all except one 
being situated in Bihar and W Bengal and only one in 
Mysore The industry is owned and managed by the 
Indians The future outlook for this industry is very 
bright Many other subsidiary industries have also 
grown up in and around Jamshedpur for the manufacture 
of various steel products Daring the Second Plan, three 
more iron and steel factories will be set up by the govern 
ment 


The su(jar industry is of recent growth compared to 
the first two industries Though India possessed a few 
sugar nulls, the real progress came after 
Sugar industry 1930 with the grant of protection to the 
industry The number of nulls in 
creased from 31 in 1932 to 156 at the present day They 
are mainly managed by Indians and are localised in the 
Uttar Pradesh and Bihar Sugar is also manufactured 
according to old methods and these concerns are known 
Khandsans 


The Jute mill industrtf Js an old industry The first 
jute mill was started at Bisra in Bengal in 1855 The 


Jute mill 
dustry 


industry is highly developed, and most 
of the nulls are situated on the banlcs 
of the n\er Hooghly within a short 


distance of Calcutta The industry is managed more or 


less by Europeans, mostly Scotchmen In recent years 
Indians have started a few nulls 



INDUSTRIES 


119 


The beginning of the Indian papei industni 

from 1870 irhen the first paper mill -^vas 
Paper industry established at Bally near Calcutta A 
large number of mills ha\e since been 
established The big mills are under European manage 
ment 

We also pos‘=e'5S a large number of factories inanii 
factunng Cement, ilatche*?, Glass, Leather goods, 
Chemicals, etc India is also the second largest tea pro 
ducing country in the world There are more than 5000 
tea plantations The industry is mostly localised in 
Assam and W Bengal South India contributes only 
18 per cent to the total output raised in India The 
capital and management are mostly Europeans 

Gaps in Industrialisation Thus we hn\e been able 
to develop a few industries on modem lines Some of 
the mam industries like testiles, sugar steel and cement 
that have been developed mav be «aid to be of consider 
able size But there are important gaps m the industrial 
organisation India has only a feu capital goods 
industries ilachinery and machine tooh, automobiles 
and tractors, electrical engineering and lieavy chemicals 
are some oi the important 1 ey indu'^tries which have 
not been developed or have been developed only on a 
very small <!cale Thus in spite of the advance made 
in regard to some industries the position with regard 
to the del elopment of industries remains unsatisfactory, 
and a great effort is needed to make up the lee way in 
this field by developing the capital goods Industrie*; 

Causes of Industnal Backwardness What aie the 
causes which aie lesponsible for the sloiv deieJop 
ment of industries tn oui country ? The most 
important reason is that onr young men do not take up 
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bu‘!ine'!S careers in the way in which their friends in 
Europe and America do The social 
Lack of business atmosphere and the system of educa 
tion haie made the educated clas'ies 
disinclined to take up a business 
career This tendenc\ is fortunate^ changing and 
more and more young men are now aiisious to 
develop the trade and industries of the 
We lack capital couiitn instead of seeking a soft job 
on a fixed salan S> 'iondhi, also 
lack sufficient capital Tlte vast majority are too poor 
to save and invest The richer classes prefer safe 
investments like landed properties or government secu- 
rities Thev do not always like to risk their money 
in starting new industries Hence we have lagged 
behind, and the majonty of our industnes have been 
developed bv Europeans Thi* “shyness” of our capital 


Supply of skilled 
labour is small 


IS also breaking down and investment 
in the shares of joint stock companies 
has increased in recent times Thirdly, 


another senous defect is with regard to the mpply of 


skilled labour Indian labour is inefficient Indian 


industrialist'! are seriously handicapped in competition 


with foreigners as a consequence of the inefficiency of 
our labour Foiiithly, another important defect which 
iS re'!ponsible for our industrial backwardness is the 
lack of adequate power resources We 
power'^^ produce oil in negligible quantities 

Our coal mines are 'situated mostlv in 


Bihar and W Bengal The remaining parts of India get 
coaf from these areas 6y paying I’arge trergfrfSr Thi's 
raises their costs Hydro electricity is yet in an 
unde\ eloped state Lastly, the attitude of the state has 
;ilso been an important factor The development of indus- 
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tries in Japan and other coiintnes has been dne, to a 
large extent, to the enconragement 
The gmernment gl'Mi bj their governments But the 
did not help goi eminent of India followed, before 
1947, a polic\ of indifference to the 
development of industries This polic> has been 
reversed onh after the aelue\ement of independence 
Suggestions for improvment India, we know, 
posses'te'* an ahnndanee of natural resources She has 
plentiful supplies of coal and iron ores, 
We possess m miea, copper and other 

abundance of na minerals She IS the world’s laigest 
tuial resources producer of uxte, «econd largest pro 

but we lack capi \ xr 

tal and enter ducer of raw cotton Her lesoUTCes 
prise stand unriiolled in iood ciops Her 

forests are as yet untapped Her 
power resources are immense and almost undeveloped 
The huge man power opens up wide markets for her 
products, and is the potential source of a large laboui 
supply But she lacks mosthi capital and entetpnse 
This can be easily remedied The 
Establishment of shyness of capital IS rapidlj decreasing 
more banks This IS a welcome sign The hankinq 

system of the country should he 
developed on sound lines These banks will gather 
the saving of the people and in\ est them in the develop 
ment of industries The young men should be en 
couraged to take up business careers Promising 
youths ^should be «ent to the foreign crumtee? to iearo 
business methods and technique The aspiration for a 
foreign degree and a government job should go Our 
young men should go to foreign countries not to get 
degrees, but to learn business The qovernment can 
do much tn this direction The government can 
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encourage industrial development in many ways, e q , 
"by the grant of protection, by the grant of financial and 
other concessions, by encouraging the purchase of 
domestic goods for the various departments and for 
their employees, by orgamsing industrial exhibitions, 
etc If the rich people Irnow that the government means 
busines*:, they uill get moie confidence regarding the 
safety of their iniestment They will not hesitate to 
siijiijly their capital for starting a business 

Development of Industries or Agriculture This 
demand for the industrialisation of the country is not 

, , , , , accepted by all a^riters Some have 

is India destined i . t i i.i 

to be an agncul argued tliat India is pre eminently an 
tural or manu agricultural countrj, and should remain 
facturing Nature has destined India to be an 

agricultural country She possesses 
special facilities in this direction Indians do not have 
irge capital But large scale factories cannot be 
developed without large capital The small capital that 
we posses^ should better be diverted to the improve 
Tnent of agriculture India possesses not only small 
capital, but she al^o lachs an adequate supply of skilled 
labour Hence India will not be able to compete success 
full^ with the old, establi<ihed manufacturing industries 
of the ^\est Possessing large capital and highly 
skilled labour, the latter will be able to produce goods 
at lower prices, and "o under =;ell the Indian manufae 
tures On the other hand, India can produce agncul 
tural crops at much lower cost than in the west as she 
pos'es'es rich, fertile soils So it would 6e better if she 
devotes herself only to agriculture, and buy the 
manufactured goods from tlie west at cheaper prices 
in exchange of her crops India will then be able to 
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a%oid the evjJs of jndnstnalisin, which have become 
serious problems in the west 

But these people look only to one side of the situa 
iion We possess, no doubt, immense facilities for 
a^icullural development But absolute 
Too much depen dependence on agriculture has always 
^ence on land is , , ^ - n 

been a ‘venous defect oi our economic 
life Too manv people live on the land 
m our country If agnenlture is to he improved, large 
scale farming must be earned on That will mean that 
a large number of the pea'^ants must be driven away 
from the land Otherwise the holdings will remain as 
small as ever Where vill the«e people go m search of 
their livelihood < They can only be given occupations 
b'l dfveiopmg the industries At the present rate of 
growth of population, agricultural improvement is 
impossible without the development of industries Too 
much dependence on agnculture is not desirable What 
•will happen to the people if this sole means of aubsis 
■fence fails as a result of scanty rains ? We must not 
rely too much on land 

It is wrong to tay that we do not possess sufEcient 
facilities for the growth of ludostries A list of the 
industries given above is sufficient to refute this state 
We eheeld dere- '»» mdusttml 

lop both l^dus^' Organisation can be remedied with a 
tries and agn httle Care and state help The develop 
culture i • 1 . ,r ^ 

ment of industries is the most crying 

need of onr country Tie. last tuar im taut/ht tie 
lesson that we must industitaltse, or petish as a, 
nation n Indin aspires to the position of a test class 
nation, she must tahe steps to secure a more rapid 
development of industries This imll increase onr 
natioml income, and solve the great proHem of poverty 
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of the ina‘5‘5e'! Thus it \nll confer inimeii«:e benefits on 
India 

Managing Agency System One important charac 
tenstic of onr industrial organi'jation is the existence 
of the managing agency sj^^teni To develop the 
industries, a large number of joint <5tocl companies 
e been organised The managing agents consist of 
indi\iduals or firms rrhich undertale the task of 
managing the'ie companies Tlie shareholders of the'^e 
compames appoint them as managing agents of the 
industrial concerns Often the managing agents have 
ta’ en the initiatiie in organising the compaues from 
the start Thev start an industrial concern, manage it, 
and finance it on <ome occasion® If, as a result of their 
management the company earns profits, they receive a 
certain percentage of these profits as their remuneration 
In addition, they also receive a fixed sum of money from 
the company for meeting their office expenses Usually, 
these managing agency firms are hereditary, though 
some of them have been organised on the basis of 
limited liabilitv 

There is no doubt that tins system has conferred 
great benefits upon the country (a) The managing 
agents have borne the burden and losses of industnal 
development (b) On manv occasions they have shown 
great pioneering abilities, and manv of the concerns are 
managed with high efficiency (c) Some of them have 
rendered large financial help to the industrial concerns 
under their management, especially during periods of 
depression Industrialisation in India owes a good deal 
to. tfeA qJuJj-tuis i.-rj/L ol thii. U3ana.?,u3^ 

svstem 

But the system has also gi\en rise to gra\e evils 
Thougli tliese firms are managing agents in name, they 
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;are the virtual dictatois of the concerns under their 
management They ha\e often tried to ej^ploit the 
industrial concenis, and extract large sums of money, 
leaving onlv a small s>lmre of profits for the shareholders 
As a result, shareholders Ime received \ery low dui- 
deiids This fact Ins cer\ed to induce them not to 
invest any more money in industrial shares The 
system is thus re^-ponsible to «ome extent for the com 
paratively ■small flow of capital for industrial develop 
nient A second defect in the hereditarv character 
of the system There is no guarantee that the «on of 
an enterprising parent will al=o inherit his father’s 
qualities After the death of the father, the firm mil 
go to the inefficient ^oii, and the management of the 
industnal concerns will suffer as a consequence 

Many other complaints haie also been made against 
the managing agency system The go\ernment has 
taken certain steps to check the abuses of the sjstem 
Secently a Comnuttee has lecommended thit the tenuie 
of office of the managing agents should be limited to 
15 years, and that their remuneration should not exceed 
a certain peicentage of the net profits of the concern 
■with a minimum in ca^e of no or low profits Thus if 
the systsm is properly reformed, we ^hali retain its 
advantages without its defects 

In 1955 the government has parsed the Company 
Law (Amendment) Act, which has placed many restne 
tions on the working of the managing agency system 
Thus the Act lias sought to resttict the te\\\we the 
managing agents The term of appointment of all 
existing managing agents ^hall expiie at the end of 
1960, and their re appointment for another period of 
10 years has got to he approved by the government It 
has also restricted the rates of remuneration to be paid 
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to the managing agents to reasonable figures This Act 
does not abolish the system, though the government has 
got the power to abolish it m anj one or more industnes 
But the svstem has been put virtually on trial for good 
behav lOur until 1960, and its ultimate would depend on 
hou it worked during the next four years 

Financing of Industnes Industnes require capital 
for various purposes A businessman starting a factory 
will first require capital for the construction of factory 
buildings and for the purchase of machines and tools 
This capital uill have to be invested for long periods 
Secondlv, he must have capital for the purpose of buying 
raw materials, pajnng wages, etc This capital will 
have to he invested for short periods as the business- 
man will get it back when the final products are sold 
in the markets So in financing industnes, a business 
man needs tno tjpes of capital,— one for long periods 
for buying machines etc , and another for short penods 
for buving raw materials, etc He may find all his re 
quirements of capital out of his own resources But 
this IS not possible as modem businesses require large 
capital So a businessman has to raise capital from 
other sources, viz , by selling shares, by bor^o^vlng from 
banks, etc 

In India, businessmen raise capital by selling shares 
among the public, by borrowing from banks and from 
other sources But they often find it difficult to raise 
sufiicient capital in all these ways In the first place, 
moneyed people of our country do not prefer invest 
ment of their funds in the purcha'^e of shares So 
excepting a few influential businessmen, the majority 
find it difficult to raise enough capital by the sale of 
shares Secondly, banks grant loans to businessmen 
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But these loans are always given for short periods. 
So capital for long term purposes cannot be obtained 
from hanks Moreover, the conditions according to which 
banks grant loans are often such that businessmen find 
it difficult to satisfy them Some Indian businessmen 
also borrow from indigenous bankers But the latter 
charge very high rates of mterest, which are a gieat 
handicap to business Some textile milU at Ahmedabad 
accept deposits from the public just like ordinary banlvs. 
This IS not a desirable practice and should be given up. 

So Indian businessmen hare often found it difficult 
to raise sufficient capital It has long been suggested 
Industrial Fin uidustnal banlvs should be estab 

aace Corpora lishcd in our country for the grant of 
loans for long periods to industrial 
firms Eecently Government of India has established 
an Industrial Finance Corporation for tins purpo«e. 
The share capital of this Corporation is Rs 10 crores, 
which has been subscribed bv the Central Government, 
the Reserve Bank of India, joint stock banks and other 
financial institutions It can sell debentures to the 
public and the^e debentures will be guaranteed by the 
government Its main function will be to grant loans to 
industrial concerns, to be repaid by the latter during a 
period of not more than 20 yeais It hoped that this 
Corporation will meet the financial needs of Indian 
Industrie'! 

In the lost two years two new institntions haye 
been set up to assist the promotion and deyelopment 
ot indnstnes The first has been estabhslied by the 
Government ot India, and it has been caUed the National 
Industrial Development Corporation Ltd (NLDC) It 
has a paid up capital of Bs 1 crore subscribed by the 
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Goveniment of India It can grant loans to any type 
-of industrial concern, managed by either the government 
or prn ate businessmen But it is expected to gi\ e the 
first preference to industrial concerns manufaeiunng 
capital goods, machinery and equipment for other 
industries 

The second institution is called the Industnal 
Credit and Investment Corporation of India Ltd 
(I C I C ) It has been sponsored by the World Banli. and 
has an authorised capital of Rs 25 crores Its shares 
have been subscribed by several Indian banks and 
Insurance companies, a number of British banks, insui 
mice companies and other companies and by certain 
people and companies of the US^ and to some extent 
by the public The Goiemment of India have granted 
to it an interest free loan of Rs 7 50 crores, which is 
to be paid back in 15 years The World Bank has also 
agreed to grant it a loan of about Rs 5 crores This 
Corporation will grant long term and medium term loans 
to industrial concerns m the private sector and help 
them in other ways 

A large number of States have also started State 
Finance Corporations, modelled to a large extent on 
the Industrial Finance Coiporation, to grant financial 
assistance to the medium sized and small industrial 
-concerns 

Foreign Capital m India One result of the small 
accumulation of capital in onr country is that the majo 
rity of onr industries have been deve 
loped by foreign capital The supply 
capital > of savings IS small in our country 

Aloxeover, many people who possess 
some capital do not like to invest their savings in the 
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development of indvt^stiies Foreigners, especially the 
British people, haie theieloie stepped into the gap, and 
supplied the major poition of the capital employed in 
the tea and coffee mdustxies, the paper industry, the 
coal mining and gold mining industries, the jute and 
rubber iudustiie« the ti ininays, etc The major portion 
of funds employed in the cotton textile, sugai, and the 
iron and steel indnstnes has been supplied b> Indians 
Advantages The benefits of foreign capital are 
obvious \s ve possess small capital resources it avould 
not ha\e been possible for us to develop 
It has liasteaed industries \nth our own capital 

the 8X0 7th of jn , , , 

dustnes By supplviug capital, foreigners have 

hastened the development of many 
industries of our country We would have been poorer 
if these industries were not developed , — if railways, for 
example haae not been constructed Secondlv, the 
tarting of new industries is always a 
It lias borne tie risl y attair One never knows whether 
the company will earn good profits or 
mil be imol^ed in huge losses If the enterpri<8e fails, 
the persons who have invested capital will lose their 
It lias trained money All these risks of developing 
Indians in busi jjew industries have been borne by the 
foreign capitalists Thirdly, the in 
dustiy and the enterprise of the foreigners have set a 
lesson before the Indians The latter have followed the 
footsteps of the foreigners and learnt from them the art 
of conducting a business suecessfuilv The success 
achie\ed by the foreign capitalists has tempted the rich 
men of India to invest their funds m the development 
of industries In tins way, foreign capital has helped 
to draw out the idle savings from hoards 
11—9 
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Dements But tliere are serious disadvantages on 
tlve other ‘<ide Our industnes have, of course, been 
developed Bat the profits from the 
Toreigners take of fiiege industries are not 

away all profits ° 

enjojed by the Indians These are sent 
out of the country and enneh the foreigner The 
Indians have onlv benefitted bv obtaining a few jobs as 
clerks and labourers Secondly, the foreign capitalists 
have not always employed Indians to 
py'^al^^gh positions of trust and importance All 

the higher posts are filled by their own 
countrymen Indians have seldom been given any chance 
of learning the secrets of a business or of occupying 
They ejb.osl our iigli Positions of responsibility Thirdly, 
auneral resour the foreign capitalists have aho ex 
plotted our mineral resources with utter 
disregard of the future necessities of the country They 
have mainly looked to their profits and tried to earn 
as much as possible The coal mines, for example, have 
often been worked tn wasteful wajs As a result, India 
has lost large quantities of coal The foreigner cannot 
be expected to feel tbe '«ime necessity as we do to con- 
serve our resource': Lastly, the foreign capitalists have 

formed a vested interest and have 
They oppose our j j 

political and m always Opposed the grant ot independ. 
dustnal pro ence to OUT country They have opposed 
and have thwarted successfully the 
entry of Indians into an industry The shipping industry 
IS a case in point The Indian shipping companies have 
not always been able to withstand the competition of 
well established foreign compames which possess huge 
resources and which have not resitated to adopt unfair 
practices 
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The entry of foreign, capital is, therefore, vie-sred 
with considerable distmst by the Indian opinion The 
economists are agreed that the free entry of foreign 
capital should no longer be allowed, and that the foreign 
capitalist must be placed under certain lirmtations 
before he can be allowed to operate m India Indepen 
dent India of eoiir=e requires the services of the foreign 
capitalists and technical men for manufacturing a variety 
of complex and compheated goods But it does not 
mean that foreigners will he allowed to acquire control 
over industries 

In accordance with these aims, the government has 
stated its position with regard to the entry of foreign 
capital for the development of industries The govern 
ment has given an assurance that it would not adopt 
any discnnunatory measure against any foreign concerns 
In other words they would receive at the hands of the 
government the «ame treatment, and privileges as would 
be granted to similar Indian concerns And if, in future, 
the government decides to nationalise them, it would 
pay fair and equitable compensation to the foreign 
owners of the«e concerns In return, the government 
expected that the foreign concerns would grant at least 
51 p c share in the ownership and management and that 
they would provide adequate training facilities to 
Indians to enable to hold the higher teclmieai posts in 
these concerns Even these conditions may be waived 
at the request of the foreign concerns in cases where 
1 rapid development of a pirticuiar industry becomes 
e=?^enfiaf, and such development cannot be 'secured with 
out the inie'itment and techmeal knowledge of the 
foreigners 

Itationalisation of indnstnes In recent years a 
good deal of talk is being heard with regard to the need 
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or the dangers of rationaU«!ation of industry What is 
meant by the rationali‘:ation of industrj ^ It means the 
re organisation of an industry for the purpose of raising 
its efficiency , reducing the cost of production and 
increasing the output So it generally invoh es scrapping 
of old, worn out machineries and installation of up to 
date plants and machines, and the amalgamation of 
uneconomic units into larger, and more efficient concerns 
Waste in all forms is to be ehnunated mth the eonse 
quent reduction in the costs of production 

In India, the need for rationalisation has been felt 
from a long time in many of our industries The jute 
mills and the cotton nulls now operate with machines 
which, are at least 30 -to 40 years old, and many of those 
are in urgent need of repair and replacement Pakistan 
IS netting up a number of jute nulls which are equipped 
sNuth the most modem machines We are exporting a 
large volume of cotton piece goods to other countries, 

I and if we are to hold the market m these countries, we 
must take steps to reduce the cost of production of cloth 
as much as possible Hence these and some other 
industries must be rationalised by the installation of 
modem machines, and all efforts are to be made to 
reduce the cost of production 

But rationalisation in these industries has roused 
great fears in the minds of workers They are naturally 
afraid that it will lead to considerable unemployment 
Modem machines are generally more automatic than 
old ones, and the installation of such up to date plants 
m the factories will inevitably cause unemployment 
Eationalisation may lead to larger production and lower 
prices But this is poor consolation to those workers 
who will be retrenched as a result In fact, it has been 
stated that unemployment has already increased in a 
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large nnniber of factories on iccoiint of the adoption of 
measure*^ of rationali'^ation The state m India does not 
pay doles to the nnemploved nor is there much chance 
that they Trill be able to «eonre new jobs 

There is truth in both the^e points of view Wliile 
the need for ratjonali<«ation of industries is obviou'^ the 
dangers of resulting unemplovment are no le=s =erione 
To preient rationali‘Jation is to ^top the hands of pro 
gress and nobody including the worker® i® likelv to 
benefit in the end from such a <*our®e For, if our jute 
nulls cannot produce at lower co«t as thev base very 
old machines thev will be driven out of the foreign 
markets hT the competition of Pakistan with its 
modernised up to date factories As a result, there will 
be unemplovment in the jute industry m India If such 
a state of affairs is to be avoided as it would involve 
the loss of national wealth, the jute mills have got to be 
ratioiuilised and made up to date Tou cannot just sleep 
on while your rivals are forging ahead But importance 
should also be given to the point of view of the workers 
The best policv should be to lay down a programme of 
gradual rationahcation co as to rmniini®e the volume 
of unemplovment In the meantime the govemment and 
the industries concerned should lay their heads together 
and devise measures to absorb the unemployed woiLers 
in suitable job® It mav even be necessary for the state 
to adopt schemes for the pavment of unemployment 
benefit to the workers who will be thrown out of employ 
ment and for wliom altpinatjTo work cannot he fomid 
within a short period of tune 

Large Industnes m the Second Plan In the first 
plan the mam emplnsis was laid on the development of 
agriculture and onlv the comparatively small sum of 
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Ks 57 crores was invested in the development of large 
and medium sized industries m tlie public sector But 
tile Second Plan proposes to devote greater attention 
to the development of tliese industries The share of 
industry and mimng m the total volume of investment 
will increase from 7 6 p e in the First Plan to 18 5 p c 
in the Second In absolute amounts the total investment 
will increase from Rs 179 crores in the first to Es 890 
crores in the Second Plan Bi addition, large sums are 
also to be spent in the development of the'^e industries 
by the businessmen 

In the development of large and medium sized 
industries greater attention will be paid to the establish 
mont of what are called the “heavy” industries, t e , 
industries which require large investment of capital per 
umt of output Thus three steel plants will be estab 
hshed at Rourkela (Onssa), Blulai (M P ) and Durgapur 
(W Bengal) In addition, the Tata, SCOB and the 
Mysore iron and steel factories are to be given adequate 
help to expand their output of iron and steel In 
addition to the expansion of the iron and steel industry, 
a plan for developing the machine building industry, 
alumimum, basic chemicals like sulphuric acid, caustic 
soda, soda ash, fertilisers etc has also been formed 
Among the light and medium sized industries provisions 
have been made for the expansion of the existing DDT 
plant, Hindusthan Cables, the National Instruments 
Factory and the Indian Telephone industries A Second 
DDT plant is established m Tra\ancore Cochin The 
U P Cement Factory, the Bihar Super phosphate Factory 
and the Paper Mill in Andhra are to be expanded and 
the Prager Tool Factory m Hyderabad is to be 
reorgamsed 
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Some increa‘=e in the output of a number of con 
snmer goods indiistnes has al^o been planned The out- 
put of paper and paper board is to be doubled and the 
production of ‘^ugar is to be increased from 1 65 m 
tons to at least 2 25 million tons The output of v ege 
table oils is also to increase from 1 6 to 1 95 milhon tons 
But in the mam, the central idea is to allow no further 
investment in roost of the consumer goods industiies 
beyond that necessary to secure the maximum utili 
sation ot their existing eapaeit\ Some other industries 
like pite, cotton and ‘sugar i< to be helped in carrying 
out Tnoderm«atioii and re equipment 

Thus it IS qmte cleai that Second Plan has pro 
vided for intensne and many «ided indu'strial deielop- 
meiit There is no doubt that the execution of this 
programme will go a long way towards giving the 
country a strong, well balanced and rapidly developing 
, industrial structure 



CHAPTER 11 
LABOUR IN INDIA 

Tlie indiistnal development of a country depends to 
some extent on the efficiency of labour Unless a country 
possesses adequate supplies of skilled labour, it will find 
it difficult to develop industries The absence of adequate 
supplies of shilled labour is one of the handicaps winch 
are being faced by the Indian industrialists 

Efficiency of Indian Labour How far are our 
labourers efficient ^ Unfortunately, Indian labourers do 
not possess much efficiency It has 
UUlotUd estimated that one Indian worker 

housed IS about one third as efficient as a 

Britisher Tlie reasons are obvious, 
Indian workeis are ill fed, ill clothed, and they live in 
dirty, and crowded bustees or chawls Many of them do 
lot get food in sufficient quantity Their clothes arc an 
' insufficient protection against the changes of weather 
The insanitary chawls in which they hie an oierorowded 
life are so many breeding grounds of diseases No 
u onder that they suffer from ill health 
Climate The climate of India is also an import 

ant factor As we Imow, prolonged 
hard work in the excessively hot climate of India 
exercises an ad\erse influence over the health of the 
workers The labourers are lUitente They are inno 
cent of any education, general or 
Lack ot ednea teehiiicul Tlio number of teehmcal 
tion, general and 

technical schools where the worker can learn 

his work and get some knowledge of 
the machines is very small Hence they lack both 
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«ound health and good training, the two most 
nnportnnt bases of efficiency Because of their ineffi- 
Oleuc^, tlie-\ get low wages But such low wages are 
not «ufiicient to maintain their health and efficiency 
Ttiev cannot afford to purclm&e good food, or clothes, 
01 pnv the lent of a decent hou«e There is thus a iicious 
circle , — lou wage<? lead to low efficiency 
Lo\i wages and and the latter in it'? turn leads to low 
U I'Ogc'' A« a re‘:ult, their standaid of 

liMiig IS \erv low, and a low standard 
mean'i efficiency Conditions of employment are 
al'so far trom ideal The emploiers do not always uorh 
\Mth the be«!t machines nor haie the> done much to 
introduce some cheerfulue'S m the fnctoiies The 
ucrking conditions of the factories are far irom the 
ideal PioM'iions for proper yentilation and sanitation 
are often dcfectue m most factories, which are also 
dirty Though the Factor\ Acts hai e introduced some 
improyements in this regard, the conditions are not 
satisfactory The working liours are also long, consider 
iiig the estremel> hot climate of our country 

Lastly, It must be pointed out that certain charac- 
teristic features ot Indian facton labour aie al^o 
responsible for its inefficiency The m orkers are mainly 
lecrviited from the villages, and prefer to return to their 
homes as often as they can This migratory habit of the 
workers results in inefficiency The woiker who goes 
to his Milage forgets what he has learnt about machines 
He has no guarantee that he will get back the same ^oh 
in the =aine factory He ha's, therefore, to seek work m 
anothei capaeitj, or factoiy, wheie the machines maj 
be d'fferent 

Remedies A Iiigh efficiencj of iaboui is an indis 
pensable condition of economic progress A highly 
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efficient ivorker will produce a large output He will 
also earn a large money income and 
Good food will have a higii standard of Imng It 

IS, therefore, necessary to take steps to 
increase the efficiency of our lahourers They must be 
given good food in sufficient quantities 
Better houses and better and cleaner clothes The 
bnstees and ehawls should be demo 
hshed The employers and the various local bodies 
should huild better houses and sanitary quarters for the 
workers Steps should be taken by 
facdities the government and the local bodies to 

improve the public health of the 
country, and to provide better medical facilities Above 
all, the immediate necessitii is to educate the workers 
For without education, it is idle to expect any lasting 
improvement in their health and efficiency Technical 
schools should be opened m large 
Primary schools numbers where the labourers can obtain 
all sorts of mechamcal training The 
Indian labourer is not less intelligent than a European 
or American worker All that he lacks is proper train 
ing and the atmosphere to develop his 
talents We have one important advan 
tage over many countries We possess 
abundant natural resources If, with a determined will, 
we take steps to improve the efficiency of our workers, 
we hav e a glonons future before us 

Mobility of labour It means that the labourers can 
freelv move from one place or trade to another in search 
of higher wages IVhen labour is iierfeetly mobile, it v ill 
go freely to any trade or any place where it can earn 
higher wages If, for example, a group of labourers of 
Bengal find that they can get higher wages if they shift 
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to Bombay, they "vtiII at once move to Bombay Tlie 
supply of labour "will increase in Bombay and fall in 
Bengal As a result, the lates of wages will fall in 
Bombay and ri^e m Bengal So long as the rates of 
wages aie liighei in Bombay tlian in Bengal, people will 
mo\6 from Bengal to Bombay until workers possessing 
equal efficiency get equal rates of wages Hence perfect 
mobility of labour would lead to equalisation of wages 
for equal efficiency 

Labour is seldom pertectly mobile It often happens 
that labourers do not 1 now that they can earn higher 
wages if they go to Bombay They 
maj not 1 now that there are better 

bjlitr ot labour « , , ,, 

Openings for tlieir talents in other occn 
pations than in those in which they are already working 
Hence they will not leave their present occupations 
Ignorance about the rates of wages to be earned else 
where is thus an important factor hindering the free 
mobility of labour But it is not the only factor Even 
if the labourers know that they can earn higher wages 
at Bombay than in their native districts, they may not 
want to go to Bombar As Adam Smith pointed out 
long ago, “man is, of all luggages, the most difficult to 
transport ” People do not usually like to leave their 
homes and the association of their relate p's All these 
factors prevent the free mobility of labour 


In India there is an additional factor which prevents 
the mobility of labour We already know the effects of 
^ , the caste system By decreeing Uiat 

immobility in hereditary 

India caste Occupation, it has hindered the 

mobility of labour A weaver’s son 
cinnot take up carpentry even if he laiows that he can 
earn higher wages thereby He must follow his caste 
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o^g^nls'lt^on in the name of All India Tride Lnion 
Coiigie to guide incl leid the rno\enient In 1926 the 
go\ eminent pn‘=; ed the Trade hniou Act which conferred 
TOan\ piiMlege upon the muon An union could be 
registered undei the Act it it fulfilled ceitnin condition^ 
Ao civil and eriimnal pioceedmg enn be dia-\vn against 
anv union oi it*? officiaK in lespect ot stri] e« Thi*? Act 
placed the movement on a sound footing The move 
ment has achiea ed some uccess among the railway and 
postal employees The Ahmedabad Textile Labour 
Union vliich norl ed under the inspiration of Mahatma 
Gandhi i« one of the stronge t and best unions in India 
Difficulties of Trade Unions Tlie niorement suffers 
from certain difficulties The first difficulty is due to 
tlie po^e^t^ ot the "eneial body ot worker* They get 
very low wage* and cannot afford to pay eaen the 
-smallest subscription But no union can be run if the 
niembeis do not pay ana subscription This is a "erioiis 
difficulty Another is the illiteracy of the workers As 
the workers are illiterate they do not always appreciate 
the value of organisation It is often difficult to convince 
them of the utility of trade umomsm A third difficulty 
IS the diversity of races and languages among the 
worl ers They come from manv States and talk differ 
ent languages As a re ult thev cannot mix freely with 
each other, and understand one another s feelings and 
idea* This fact stands m the way of the development 
of a iimon AIoreo\er the provincial and rehgious 
jealousies preraihng among the worl ers are often ex 
ploited bv the enployer fo wealen a particular union. 
There is another difticnltv Indian wori ers are migra 
torv in character They generally come from the 
■nllages and want to go back as often as they can They 
do not look upon factorv work as a permanent occupation. 
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Heoce tliey do not always feel a strong urge to organise 
a union 

The important characteristic of the trade umonism 
IS that the nmon is led mostly by "outsiders”, t e , non 
workers They were originally formed by political 
leaders and social workers And even now the ma]onty 
of umon leaders belong to this class This is a defect 
of the trade union movement, and can only be remedied 
by the spread of edncation among the workers 

Fixation of Mimnmiu Wages It is n ell known 
that until recently the average level of wages was 
extremely low in our country Low wages mean low 
standard of living, inadequate food and clothing and no 
education Hence the efficiency of labour was also low 
This was thus a vicious circle low wages, low efficiency, 
low efficiency, low wages For this reason, Australia, 
New Zealand, Great Bntain and a number of other coun 
tries have passed legislation for raising wage rates in 
|the form of nummum wages The general idea behind 
all this legislation is for the government to appoint 
boards or committees which calculate the minimum 
wages that should be paid to the workers No worker 
IS then to be paid wages below this nummum Two 
broad principles are generally followed in fixing the 
minimum wages — such wages should provide what is 
called ‘ the living wage,” t e , a sum sufficient to enable 
the average worker and his family to maintain a reason 
able standard of living A second principle is that of 
■wliat the industry can afford to pay The actual minimum 
\\ age rates are generally fixed on the basis of a compro 
mise between these and a number of other principles 

In India, the Industrial Disputes Act of 1947 pro 
vided for the netting iqi of Tribunals to decide the 
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disputes bet-^een the employers and the workers As 
the vast majontv of the^e disputes took place on the 
question of ■vrage‘5, these Tribunals had, therefore, to fix 
the minimum u age rates in the more important industries 
like cotton null's, 3 ute nulh, coal industnr, etc , where the 
workers were more or levs orgamced in trade unions. 
But there were al^o a number of industries n here workers 
were unorganised Thev could not torm trade unions 
and so force the emplovers to i>av tliein higlier wages 
So the government passed in 1948 the ilinimnm Wages 
Act for fixing the mimmmn wages for labour in these 
Industrie^, eq , rice milling, od mills, tea, agriculture 
etc One bv one, different nummum wages have been 
fixed for different grade« of labour employed m these 
industries 

The nmm idea behind the miiuraum wages legi«la 
tion IS that wages are to be fixed at leiels which wiU 
enable the workers to maintain a reasonable standard 
of liiing The workers are to be paid “Ining wages” 
which the industry can afford ilany other cousidera 
tions are taken into account m fixing the level of imiu 
mum wages It is expected that when nummum wages 
are fixed at reasonable levels, workers will be able to 
en^ov a higher standard of living Their efficiency will 
improve in course of tune If workers produce more than 
before, employers will benefit in vpite of tbe payment 
of higher wagev 

But in fixing nummum wage*;, care should be taken 
to see that they are not fixed at very high level's In 
that ease emplovers will be forced to dismiss those 
workers who ore not wortli the higher wages As a 
result, unemplovnient will mcrea^e in tlie country, and 
the workers will themselves lose and suffer The level of 
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minimuin wages must be ■within the capacitj of tlie 
industry to pay 

Settlement of Disputes It ottcn happens that 
disputes maj break out between the employ ei and the 
workers regarding the rates ot wagers, hours of work or 
other conditions of work The workers maj demand 
that their avages sliould be fixed at («ay) Rs 100 per 
month , or that thev would work foi only 8 hours a da\ , 
or that they should be gi\en annual leave for a month 
with full pay and so on If the employer or employers 
do not agree to any of these demands, a dispute will 
break out, and the workers may go oji a strike , or the 
employei maj declare a lock out A strike means that 
the -workers refuse to go to work unless their demands 
are conceded A lock out means that the employer shuts 
his factory and refuses to let the labourers work unless 
they accept hxs terms and conditions 

Stnl es (or lock outs) gne rise to a number of e\il« 
In the first place, strikes mean that work in the factory 
IS stopped, and so production becomes less than would 
be the ease without strikes As the national income of 
the country consists of the total volume of goods and 
services produced, less production means smaller national 
income, and the country becomes poorer as a result If 
there is a prolonged strike m the cotton textile industry, 
the production of cotton cloth will fall off and the prices 
of cloth will rise to high levels E%erybody will «iiffer 
as a consumer Secondly, theie will be a good deal of 
distress among the workers when woik in the factory is 
stopped Most of them are poor and have small or no 
savings So they suffer durmg the period of strike or 
lock out as they do not get any wages Their sufferings 
increase as the strike becomes prolonged Lastly, the 
whole community suffers when stakes take place in such 
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essential industries as railways, water supply, supplj of 
water and gas, etc Tlie life of the community will be 
paralysed if railways stop running oi if water snpiply 
is not coming as a result of stiikes 

On account of these evil consequences of strikes or 
lock outs, efforts have been made in every country for 
the settlement of industrial dispute^ In India, the 
number of strikes increased materially after the first 
world war, and since 1929 the government has been 
forced to take a number of steps for the settlement of 
stril es The last legislation on the subject was passed 
m 1947 Under the Industrial Disputes Act of 1947, 
four different steps may be taken for the settlement of 
an industrial dispute Firstly, works commitfees are to 
be set up in each factory with more than 100 workers 
These committees are to consist of representatives of the 
employer and of the workers Tlie reprecentatives of the 
workers are to be elected by them The mam function 
of these committees is to try to settle all matters likely 
to give rise to a dispute Secondly, the government 
appointed a number of persons as conciliation officers 
If there is a possibility that a strike or a lock out is likely 
to break out in a factory, these conciliation officers are 
expected to go to that place, meet both the parties, and 
attempt to induce them to arrive at a compromise A 
third step IS for the government to set up a Board of 
Conciliation for the settlement of a dispute These 
Boards are to consist of an independent chairman and 
an equal number of representatives of the employei and 
the workers, — all appointed by the government The 
representatues of both the parties aie expected to meet 
and to try to settle the dispute by mutual agreement 
Lastly, the government may appoint an industnal tnbu 
nal consisting of a person oi peisons possessing the 

II— 10 
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TluahficatioDs of a judge This tribunal will bear tlie 
arguments of both sides and then 1*55116 an award for the 
settlement of tlie dispute This award is binding upon 
both the partie«, i e , they must accept it for a period of 
one yeai 

The Method of Compulsory Adjudication A large 
number of tribunals ha\e been set np since 1947 to 
settle industrial disputes As the different tribunals 
gave different auards, wlueli were often conflicting, the 
government also established a Labour Appellate Tribunal 
to appear appeals against the awards given b> the 
tnbunals 

When a dispute between the emplojer and the 
workers breaks out, or is threatened, both the parties 
may appeal to the government to set up a tribunal The 
government may also set up a tribunal on its own initia- 
tive if it thinks that this will lead to a quick ‘lettiement 
of the dispute Once a dispute is referred to a tribunal 
it IS illegal to declare a strike or a loclv out The award 
of the tribunal, when issued, is binding upon both the 
parties and a strike or a lock out relating to the points 
included in the awards is aho illegal Hence this method 
is known as conlpulsory adjudication 

The method of compulsory adjudication has im 
portmt defects It leads to an increase in the number 
of disputes The woikers know that they can harass 
the employer by raising a dispute and so forcing the 
government to set up a tribunal Moreover, as each 
party knows that tlie dispute may be refcired to a tribu 
nal, It does not feel any necessity to come to a compro 
mise with the other party The spirit of give and take 
which makes for good mdustrial lelations is thus lost 
Hence a large number of individuals have come to the 
conclusion that the method of compulsory adjudication 
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(? e , the settlement of tli'spxites by tribunals) is not good 
for tins country, and iii its place moie and more reliance 
should be placed on the settlement of all disputes by 
means of mutual negotiation of the employers and 
the trade umons 

The best arav to solve a quarrel is not to create a 
situation m ^hich a quarrel becomes necessary The 
next best thing is for the parties to the quarrel to meet 
and settle it among themselves Sometimes the help of 
a third party m ivhich both the contestants have confi 
dence may be useful in indnoiiig a spirit of moderation 
and suggesting a compromise But the best settlement 
IS alvays one that is reached by the mutual agreement 
of both the parties given freely Such a settlement is 
more likely to he honoured and earned out m practice 
than one ^vhich is imposed from above by a tnbunal 
hen an a'ward is gi\ en bv a tribunal it generally 
pleases nobodi and the partv vbich considers the 
avard to be against its interest anil seek e%en means to 
a\oid carrying out the terms of the avrard Hence this 
method mil not bring about industiuial peace 

The method of settlement of a dispute hj the mutual 
agieeinent of both the parties is certainlv desirable 
But its success depends upon the extent to vhich both 
the paities feel the urge to come to a compromise rather 
than face a stnl e or a loci out If employers refuse to 
recognise or negotiate mth the ti’ade umous oi othei 
representatives of the ivorl ers on equal terms there can 
be no comproimse oi no settlement of disputes Under 
such circumstances the method of compulsory adjudica 
tion becomes unavoidable 

Sickness Insurance Sickness is one of the greatest 
problems that an average individual has to face 
During sickness a person has to incur large expenses in 
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medical treatment and in buying special food At the 
same time iinle«;s his employer gives him leave on full 
pay, his income tviII be reduced This is specially the 
case with industrial workers, most of whom receive such 
low vages that they cannot save anything for meeting 
the additional expenses of sickness In the majority of 
cases their income ceases altogether or is reduced to half 
as very few employers grant leave on full pay on such 
occasions The case becomes worse when the sickness 
IS a prolonged one 

Many other countries adopted the method of sickness 
insurance to provide medical treatment and financial aid 
to sick workers In an ordinary life insurance, though 
the iisk of uiitiniely death is a serious prospect for every 
person, the number of individuals m a community who 
may die at different ages may be fairly calculated On 
the basis of such expected mortality rates experts can 
calculate the total liability that an insurance company 
will have to face on account of the death of the insured 
persons and premia may be fixed accordingly Exactly 
a Similar principle is followed in connection with the 
scheme for sickness insurance If we possess good data 
about the incidence of sickness of various types in a 
eomraumty we are in a position to calculate the total 
cost of providing medical treatment for all such sick 
persons This total cost may be distributed in any 
manner among the different parties Thus under the 
scheme adopted in this country, the workers, employers 
and the state are to share the exxienses of such medical 
treatment in certain agreed proportions 

Though proposals for sickness insurance for workers 
V ere made during the last war, the government passed 
an Act, called the Employee^ State Insurance Act, m 
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1948 Under this Act, industrial workers m all factories 
m different regions will he insured against sickness, 
accident and maternity (in the case of women workers) 
and disability The workers will have to pay small sums 
of money every month, as premium, varying from 2 as 
in case of those workers whose daily wages he between 
Re 1 to Es 1181 to Rs 1141 for those earning Es 8 or 
more per day "Workers whose daily wages are less than 
Re H would not have to pay anything Employers 
will generally pay at double rates for each worker 
employed by them The governments will also pay some 
contributions In return for tins payment, workers will 
receive free medical treatment during sicloic's, and cash 
payment at half their wage rates "Women workers will 
receive similar facilities In addition, they will also 
receive free medical treatment and cash payments at 
12 as per day for a period of 12 weeks before and after 
her confinement If a worker receives some injury in 
course of lus duty which disables him partially or totally, 
he will also receive cash payments If he dies 'is a result 
of an accident in course of work, his dependents includ 
mg his widow and children will be paid cash payments 
at certam rates during their life, or marriage or till the 
age of 15 as the case may be 

The government has set up an organisation known 
as the Employees State Insurance Corporation, which 
receives these funds and will be in charge of the admi 
nistration of medical benefits and cash payments A 
large number of medical practioners are being appointed 
in the fnctorj areas to work the <!cheme 

The benefits of this scheme are obvious "Worker® 
will receive medical treatment and their health and 
efficiency are expected to improve The labour force in 
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the factories will be stable, as anyone who leaves for 
the Milages will not receue all the^e benefits 

Other Labour Legislation and welfare We have dis 
cussed some legislation which has been passed to protect 
the rights and interest of the workers The Trade Union 
Act provides legal recognition to the trade unions and 
has given them some rights The Industrial Disputes 
Act has sought to provide a machinery for the settlement 
of disputes between the employers and the worker® 
The Employees State Insurance Act is an important 
labour welfare measure which seeks to provide some 
relief in various forms to those workers wlio are sick or 
injured 

In addition to these, a number of other measures 
have also been passed to protect the interest of labour 
as also to provide them with some benefits Thus the 
Factoni Act includes a number of important measures 
for the benefit of the workers In prohibits the employ 
ment in factories of children below 14 years The hours of 
work have been fixed at 8 hours a day and 48 hours a 
week for adults and only 4V'2 hours per day for children 
between the ages, 15 to 16 Besides weekly holidays, 
every worker mu^t be given leave on full pay after a 
year’s service at the rate of one day for every 20 da^s 
ot woik The employers must make provisions for 
canteens, cretehes, drinking water etc , in their factories 
The Pmiment of Watjes Act lays it down that wages 
must be paid within seven days from tlie date of expiry 
of the month It laid down the grounds on which fines 
could be imposed on workers, winch could not exceed 
half an anna in the rujiee and the amount so realised 
must be spent for purposes beneficial to workers Special 
laws have also been passed for the coal mining labour, 



labour employed in tea plantation and other plantations 
and others 

The term, labour rrelfare, include*: the measures 
adopted for the welfare of the worker** 'such as facilities 
for rest and recieation, bonsing, medical and educational 
fncilitae« etc The govennnent at fir-^t, passed the Coal 
5Iine« Labour Welfare Fund Act Tbi*. Act provided for 
the le^ Y of a small ee'^s on coal and the proceeds of the 
ee«s are to be ntili'Jed for constructing hoiTses and pro 
viding other amenities for the workers in coal mines 
The Government is con‘*idenDg the passage of another 
■Vet to be applicable to workers in all industne** Many 
enlightened employers have alreadv adopted a number 
of measures for providing amenities for the workers 

Mention should be made of the Emplovees Provident 
Fund \ct passed in the year 1952 The wages earned by 
the UT erage workers are «o low that very few of them 
can save anj thing for their old age In England and 
other Western countries, the state grants old age 
pensions to all persons above a certain age (60 or 65) 
But no such provision exists m our country A few 
factories and business concerns generally pav retiring 
giatuities and even pensions to their employees who 
have worked for a certain number of years Tins was 
entirely voluntary and inadequate Under the Provident 
Fund Act, which has been apphed only to a few indus- 
tries, the provident funds are to be instituted for all 
workers engaged in these industries The wor] ers will 
contribute to the Fund at tiie of GVi p c of their wages, 
and an equal sum is also to be contributed by the 
employers The money thus realised was to be invested 
in government securities, and the amount accumulated 
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to the credit of the workers would be paid to them after 
their retirement Thus some proMsion has been made 
for the old age of these groups of workers 

But this IS far from a definite schemes of social 
security "Workers have no security against unemploy 
ment and other risks of life 



C5HAPTER 12 

GOVERNMENTS INDUSTRIAL POLICY 

It IS no^ being increasingly recognised that the 
government of a country should encourage and help the 
development of industnos The policy of Jaissez faire 
has practically ended Germany and Japan developed 
their industries quickly because of the active help given 
by their go\ ernments 

But unfortunate^ the Government of India did not 
folloTv this policy throughout the 19th century and the 
first part of the tirentieth century They did practically 
nothing to encouiage the development of industries in 
India In the beginning of the 20th century, one or tiro 
Provincial goieniinents, especially that of Madras, 
adopted the poliej of granting loans to some industries 
and theni«ehes started one or two factories This was 
opposed by the Europeans and as a result of their 
opposition, the Secretary of State disapproved of this 
policy During the first world war, the government 
realised the nece'isity of developing industries of India 
They '^et up a Munition Board to purchase the essential 
needs of the war from India, and thus indirectly 
encouiage the manufacture of goods in India In 1916 
the go^ emnient appointed an Indu>sti lal Commission to 
examine the question of the part to be plaved by the 
gov eminent in the indu'stnal development of the country 
The Comnu‘»«ion xecommended that the 
should tal e activ e steps for developing industries 
It 'should conduct re'warch , nndertal e a survey of the 
po<!'!ibilities of different industries in India provide 
commercial information and open technical schools and 
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colleges , and patronise Indian goods Tlie^e recommend 
ntions ^\eie accepted by the government and it created 
the Indian Stoics Department, whose main dutv was 
to hny goods reqiured bj the government as far as possi 
ble from the Indian indiistnes The Provancml govern 
me itb started a Dcpatfment of Indust lies under tlie 
eliarge of a Minister Tins department conducted surv eys 
of industries in the Province, and gav e adv ice and infor 
mation to all persons who wanted to set up industries 
Some Provincial governments passed State Aid to 
Industries Acts, under which the government was 
authorised to adv ance loans to iiidnstnal concerns Some 
funds have been invested in the«e loans But not much 
has been achieved b> this method 

In 1922 the government appointed a Fi'cal Com 
mission which recommended the adoption of the policy 
of (hscnminatina protection Under this pohej pro 
tection was to be granted to those imlustnes that pos 
ses«ed ample natural resources and gave promi«e of 
development in the future, protection was granted to a 
number of industries hhe the iron and «teel industry, 
the cotton textile industry sugar industrv, match 
industry, etc 

During the «eeond world war the go\eTnment took 
more active «teps for the development of industries It 
eet up a Board for Scienttfic and Industnal Iteseach 
to carry on re«earch in industnal matter*’ It promi^^ed 
to carry out suitable modification of the policy of diseri 
nunating protection especially in the interest of indus 
tries established dnnng the war 

With the achievement of independence, the nationaf 
government began to take active steps for the develop 
ment of industries A new Fiscal Commission was set 



GOVERNMENT ttlDVSTRIAL POilCV 15^ 

Up and on its recommendations, suitable changes in the 
policy of protection hare been adopted The government 
issued a statement on Industrial pohcii, laying down 
the policy of the government on the industrial develop 
ment of the country 

Protection and India Indian opinion is consistently 
protectionist The theoretical free trader hardly exists 
m India In eiery country except England, it was 
tound necessary that the state should encourage the 
growth of industiies b\ protecting them from foreign 
competition Eien m England, the infant industries 
were granted protection in the earl> da>s of industrial 
ie\olution At the present moment, she has again found 
it necessary to grant protection to her mdnstnes in order 
to sa^e them from the effect^ of the trade depression of 
1929 The case for protection is very strong in India 
She 18 now predominantly an agricultural country But 
she possesses large re‘'Ourcea foi the de\elopment of 
industries The strongest argument in favour of protee 
tion IS the infant industries’ argument 

The infant industries* aiqiment is of special 
application to India India is veiy rich m raw mateiials 
and has immense possibilities of deve 
lopiiig her industries, some of vluch 
“ ha\e just been established These are 

often unable to withstand the competition of the highly 
organised industries of the nestein countries and Japan 
Hence it is desirable to protect the infant industries of 
India against foreign competition Ail the arguments 
in favour of granting protection to infant industries are 
applicable to the fullest extent to India 

Secondly, the policy of protection is advocated on 
another ground India is mainly an agricultural country 
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Too much dependence on one industry is highly undesir 
able Agncnltural income is uncertain 
Argument IS it depends on the monsoons The 

development of industries is, therefore, 
urgently necessary in order to remedy this excessive 
dependence on agriculture Such an all round growth 
of \arious types of industries will make possible the 
development of all types of faculties of the people 
Di\ ersification of industries will lead to the dl^ ersifiea 
tion of talents The total incomes of the people will 
increase It is recogmsed on all hands that unless India 
is industrialised, her people will remain poor The 
development of industries is not possible unless these are 
granted protection against the competition of well 
established foreign industries 


Discrumnating Protection Tlie question of the 
grant of protection to Indian industries was examined 
m 1922 by the Indian Fhscal Commission, appointed by 
the Government of India The members 
fhTgimrot pro' *’’« Commission Mere m favour of 
tection adopting the policy of granting protec 

tion to our industries But as protection 
imposes heavy burden on the consumers who are already 
poor, the Commission did not recommend that protection 
should be granted indiscriminately to all industries 
They ad\ocated what was known as the policy of 
disci iminahno protection Care is to be taken to select 
the right industries which show possibilities of develop 
ment The Commission laid down three condi 


tions which should be satisfied before an industry was 
granted protection 


(i) ‘The industr) must be one possessing natural 
ad% antages, such as an abundant supply of raw materials, 
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cheap power, a sufficient supply of labour and a large 
home market ” 

(tt) “The industry must be one which, without the 
help of protection, is not likely to develoj) as rapidly 
as IS desirable in the interests of the countrj ” 

{ill) “The industry must be one which will eventually 
be able to face world competition 
Tariff Board -^ithout protection " 

If any industry satisfied these conditions, it should 
be granted protection by the government Before an 
industry is granted protection, an enquiry should be held 
by a special Board to examine whether it satisfied all 
the three conditions The Board is to be called the 
Indian Taitif Boatd It would consist of three 
members to be appointed by the government The 
members should be experts The Board should examine 
the case of each industry which applied for protection 
If It was satisfied that the industry required protection, 
it should recommend siu table measures to the govern 
ment 

Many industries have since been granted protection 
The first to receive protection was the Iron and Steel 
industry This industry is now fully 
developed, and is m a position to face 
ed protection ’ world Competition The Paper industry, 
the Match industry, the Cotton Textile 
industry, the Sugar industry have all been granted pro- 
tection The de\elopin6nt of the Sugar industry has 
been phenomenal Within 10 years from the grant of 
protection, the industry is now in a position to meet the 
home demand for sugar 

In recent times, manj economists have criticised this 
policy as being inadequate and un'^atisfaetorj In their 
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opinion, the go\ eminent should adopt a boldei pohcj 
of protection foi the development of the essential 
industries of the country It is extremely difficult for 
any industrj to ^ati'sfj nil the three conditions Hence 
it IS essential to liberalise these conditions in the future 

The New Fiscal Policy The policj of discriminating 
protection i\ as *:trongly critici'^ed bj mmy Indian 
economists In answer to the«e criticism's, the Govern 
nient of India appointed a Fiscal Commission in 1949, 
which submitted new propo'^aJs for the grant of protec 
tion to industries 

In the opinion of the Commission, the grant of 
protection should be related to tJie framing of an over all 
economic plan for the resources of the country In other 
words, protection is to be regarded as one of the means 
for the development of industries considered important 
under the econonuc plan It suggested that in general, 
industries should be classified into three groups , vis , 
<1) defence and other strategic industries, (2) basic and 
key industries, and (3) other industries The first group 
of industries should be granted protection on national 
considerations, whatever its costs may be The second 
group of industries are also to be granted protection 
subject to the terms and conditions laid down by the 
Tariff Board In the ca'ie of the other industries, protec 
tion should be granted, provided that the industries 
satisfied the undermentioned conditions, vts , — 

(a) judged bj its economic advantages and its 
actual or probable cost of production, there is a good 
possibility of its development within a reasonable 
period of time when it will be able to stand without 
protection or assistance , and/or, 
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(If) it IS an industry to which it is de'^irable in the 
national interest to grant protection, provided tint the 
probable cost of «iuch protection to the community is not 
excessive 

The«e conditions are quite reasonable and liberal 

Imperial Preference This i)ohc> Ins been adopted 
111 leeent time According to this policy, the Govern 
nieiit of India le\ies lower rates of import duties on 
British goods and on goods sent b\ the empire countries, 
and lugher lates on goods sent bj other countries In 
letuin, the Bnti'jh go\ eminent and other countries ot 
the Bntnh empue will also grant ‘’innhr preference to 
Indian good« The purpose of tins policy is to encourage 
the growth of trade and industries of the British empire 

This pohcv IS opposed by Indian opinion India is 
not 111 ely to gam much b> adopting such a policy But 
in spite of this opposition, the government formalh 
adopted tins policy at the time of the Ottaiva a(ji eement 
m 1932 Accoiding to this agreement, the Government 
ot India agieecl to follow the poUcj of imperial piefei 
ence They decided to levy lower rates of import duties 
on British goods and highei rates on non empire good's 
The British goieinment al«o agreed, to levy lower duties 
on Indian good* This agieement wa* denounced by 
the Indian Legislative As«embly Later it was replaced 
by the Jndo Tiade Afjfeemcnt According to 

it, a laige iiiimbei of BntiGi goods vas granted 
pieference iii Iiidnn markets m return foi siimlar 
preference granted by Great Britain to Indian good* 

Industries (Bevelopment and Regulation) Act of 
1951 In a planned economy, it is nece««axy that the 
development of industries should proceed along plamied 
directions But industrial development is left to private 
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enterprise, the government must ha\e the power to 
ensure that e\ ery thing proceeds according to the 
schemes laid down in the plan For this purpose the 
Parliament passed the Industries (De\elopment and 
Control) Act Under tins act, all factories, existing or 
new, will have to take a license from the government 
Persons who want to set up new factories will have first 
to apply for a license The go\emment may refu‘=e to 
grant the license for industries whose development has 
not been included in the Plan, or whose further develop- 
ment IS not desired It may also determine the places 
at which such factones are to be located If any factory 
IS found by the government to act in a manner piejudicial 
to the national interests, or to the interests of the 
consumers, the government may issue appropriate 
directions to the owner If the owner fails to comply 
^vlth such directions, the government maj ultimately 
take over the management of the concern for a certain 
penod, after which it will again be handed o%er to the 
previous owner The Act also provides for the establish- 
ment of a number of Development Boards for dilTerent 
industries for the purpose of fostering their de\ elopment 
through research and the provision of otlier facilities 

The new industrial policy The first statement on 
the industrial policv of the government was issued in 
April, 1948 Recently in April, 1956, the government 
has issued another statement on this subject According 
to this new statement, the different industries are to 
be classified into three categones In the first category 
will belong those industries like arms and ammunitions, 
railways, iron and steel, etc, in which all new enterprises 
are henceforth to be established by the state TJie 
existing concerns belongmg to this category will, how- 
ever, he allowed to remain in private hands, and if 
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necessary, they may even be allowed to expand their 
scale of production For this purpose the government 
IS prepared to provide them mth the neces'^ary 
financial and other types of help In the second 
category will belong those industries like aluitumnm, 
machine tools, dye industry, fertilisers, synthetic rubber, 
road transport, sea transport etc , where new units are 
to be established both by the state and the private 
enterpnse, with or without the participation of the state. 
All other industries will be left entirely to the private 
enterpnse for development 

Thus pmate enterpnse has been left a compara- 
tively large field to operate The economy will thus be 
of a mixed type m which both state owned enterprises 
and the pnvate business units will work side by side 
in many lines of production, let us hope, to the mutual 
benefit of both the parties 



CHAPTER 13 

SYSTEMS OP TRANSPORT 


The efficiency of the productive organisation of a 
country depends to a large extent on the means of 
commumcation This is true specially in India which 
IS a country of long distances Without adequate 
transport facilities, it is not possible to transfer goods 
and passengers vathin and from the country It is 
necessary, therefore, to examine how far we possess 
modern methods of transport by rail, road and sea 

Railways The Indian railways were started in 
1844 when the East Dadia Company gave sanction for 
construction of the E I Ry , G I P By , 
and the Madras Ry Lord Palhousie, 
who was the Viceroy of India, submitted 
a despatch in 1853 advocating the construction of rail 
ways m India By the end of 1859, the government 
entered into contracts with 8 British companies for the 
construction of railways in India The British compames 
were reluctant to start oxierations in India India was 
-then an undeveloped country, and it was doubtful 
whether there woidd be sufficient traffic to enable the 
■companies to earn profit So the government gave a 
&iancial guarantee that if they failed to earn profits at 
■the rate of 4 V 2 to 5 per cent, it would pay the deficit 
When the compames earned profits at a higher rate, 
half the excess should be paid to the government The 
government supplied land free of cost to the compames 
It also reserved the right to control and supervise tlie 
railways and to purchase them at the end of 25 years 
This system known as the Guarantee system 
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This involved the government in huge losses The 
railways did not earn sufficient profits to meet the 
guaranteed interest. And the government had to make 
up the deficit from the general revenues So the 
government decided afterwards to construct railways 
from their own funds There began a second penod in 
the history of railway construction, during which the 
State owned and managed some of the railways But 
this was again abandoned on account of the absence of 
funds New contracts were made with the railway 
companies guaranteeing interest at a lower rate 
(usually SVs pc) Arrangements more favourable to 
the government were made regarding the distribution 
of profits This system is known as the New Guarantee 
sifstem The railways began to earn good profits from 
the beginning of the 20th century After the first world 
war, the government decided on the pobcy of state 
management of railways One by one almost all the 
important railwavs have been acquired by the govern 
ment, and they are all under the government 
management During the last war, the government has 
succeeded in paying off all the railway debts The 
Indian tax payer is now the fall owner of the railway 
system of the country 

Effects of Railways Ong^ally the railways were 
constructed to facilitate British trade With India But 
whatever tie initial impnl'se, these have 
On villages exercised a far reaching infloence on the 

economic life of India The immediate 
effect was not always beneficial The rapid construction 
of railways made it possible for the British manufac 
turers to send their machine made goods to the remotest 
comer of India These goods were cheaper in pnee, and 
our old cottage industries were unable to compete with 
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them So they succumhed one by one The raili^ays 
have, therefore, been an important 
Railway led to cause of the decline of our cottage 
the decline of m^Justnes This has effected our 

cottage Indus 

tries Villages and our agricultural system 

The artisans "were thrown out of employ 
ment as a result of the decay of their industries So they 
had no other alternative bat to take to agriculture as 
the means of their livelihood The pressure of popula 
tion on agriculture increased, and the land was suh 
divided into small plots to meet the demand of the 
growing agncultural population We know that such 
suh division is an important cause of the backwardness 
of agnculture Secondly, the railways 
They obstruct have exercised adverse effects on the 
the natural Village life m another way The rail 
drainage bridges obstructed the natural flow 

of the nvers Many experts are of 
opinion that this is one of the important causes of the 
frequent floods which occur in the nvers The high 
railway embankments have also obstructed the natural 
drainage of the coimtry Many places 
The health of the have been water logged as a result, and 
ferc^^* have become breeding grounds for 

malanal mosquitoes As a consequence, 
the health of the country side has detenorated, and the 
village people are suffenng from malaria 

All this IS, no doubt, had But the railways have 
also conferred immense benefits on the people We have 
seen just now that the railways have 
Advantagei affected our agnculture m an adverse 

1 wsy Bat dZtey have afso ereruisetf s 
beneficial infiiffince They have linked the villages with 
the distant i^arkets of the world The marl et for 
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agricultural products has become "vrorld wide In old 
days, the cultivators raised sufficient 
They have bene crops to meet their needs, and some 
fitted agriculture thing extra to Sell in the village 
marl ets This system of cultnation is 
known as “subsistence farming” But nowadays 
cultivation is no longer carried on to satisfy the needs 
of the villages or the surrounding places, but for the 
piirpo'^e of sale in the world markets The cultivators 
can now get a better price for their crops with the 
widemng of their markets The railways have also 
favoured the cultivation of many crops like jute, cotton 
etc , by making it possible to export these to the world 
markets Agnculture has become commercialised The 
villages and the organisation of agnculture have now 
been linked with the world, and no longer possess a ^elf 
sufficient economy They have to share the joys and 
sorrows of the world outside The American civil war 
stopped the American exports of raw cotton to 
Lancashire, and the Bntish merchants sought therefore 
to purchase raw cotton from India The Indian cotton 
growers enjoyed a hnef spell of prosperity When 
France was defeated by the victonous Nazi hordes, the 
South Indian cultivators of ground nut lost their biggest 
market, and suffered as a consequence 

The village people have gamed m another way 
The railways provide protection against the ravages of 
They are a pro- famines If Crops fail in any part of 
lection against India, the people will not have to 
starve Food can be easily brought to 
those places from other parts of the country 

Similarly, with regard to industries, the railways 
have not been an uninixed evil Though some cottage 
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industries have declined, other industries have sprang 
up as the result of the improved means 
They have facili of communication The growth of large 
tated the deve scale industries would not have been 
lopment of Indus ,, , m? 

tries possible without the railways The 

latter bnug coal, oil and the raw 
materials to the industries at a cheap rate, and distribute 
their fimshed goods among the different parts of the 
country "Without railways, the tea plantations of 
Assam and W Bengal, the jute industries, etc , would 
not he able to obtain labourers m sufficient numbers 
The modern industries are dependent on the railways 
in such a way that the growth of industries without 
railways is unthinkable 


The railways have increased the volume of our 
exports and imports Crops from all 
Tbej have m parts of the country are sent via the 
railways to the ports and the world 
markets m larger volumes than before 
By opemng up the remote parts of the country, they 
have also widened the markets for 
They yield Bome foreign goods Hence our foreign trade 
goverament increased in volume The railways 

also yield a decent sum of revenue to 
the Government of India, and have increased the wealth 
of the country in many other ways 


The railways have broken down the icolation of the 
Indian villages People now move freely, and migrate 
from place to place Free mixing with 
Social effects other jieople is enlarging their vision, 
and makes them aspire Air a tsetter hfe 
It IS breaking down their conservatism and caste 
prejudices In this way flie railways have been an 
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important factor in moulding the diverse population of 
India into one nation 

Extent of Railways In spite of such railway 
development, the position in our country is not at all 
satisfactory We have over 35,000 miles of railways 
The go\ernment has invested about Rs 960 crores in 
railways But this is inadequate to satisfy the present 
needs of India America has got about 2a0,000 miles of 
railways We possess about 20 miles of railway Imes 
for every 1,000 square miles But England and Germany 
possess about 195 miles of railways for the same area 
We require at least 100,000 miles of railways There is 
thus a vast scope for the construction of railways in our 
country It is gratifying to learn that the govemment 
proposes to spend more than nine hundred crores of 
rupees on railways within the next five years under the 
Second Plan 

Roads These are the next important form of 
transport Good roads will lini the villages with the 
big town« and ports, and will thus make it easy for the 
cultivators to send their produce to the big markets. 
The progress of agriculture, therefore, depends on the 
existence of good roads The development of motor 
traffic has mcreased the necessity of 
Importance of good roads Transport by cars and 
lomes is quick and efficient, and can 
serve the interior villages in a better 
way than the railways But most of these places do 
not pos^e’=^s motoraWe roads So it is necessary to build 
more ^o^ds Tlie government is slowly awakening to 
this necessity It has levied higher duties on petrol in 
order to have funds for the development of roads The 
proceeds of these duties are made over to the State 
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Road Boards whose duty is to construct new roads and 
to maintain the old ones But the progress is very slow 

Shipping Ships consUtute an important form of 
transport India was once famous for her ship building 
Her vessels sailed over the distant seas 
India IS very carried trade ^nth many countries 

backward in But with the advent of the British raj 
shipping industry has declined India is now 

dependent on foreign countries for 
shipping her goods Several shipping compames {e q , 
the Scindia Steam Navigation Co,) have been started 
But these are confined more or less to the coastal trade 
India’s share in the oierseas trade is practically 
vnsigiuficant Until recently, there was no suitable 
ship building yard for large ships One has been started 
at Vishakhapatnain several years back, and we can 
expect some progress in this direction 

The necessity for an Indian mercantile marine is 
obvious No first class nation can make progress 
without her own ships India possesses 
Necessity for an large natural facihties for ship building 
Indian mercan With her Own ships, she will he able to 
tile taarme _ i i i. 

save large sums of money which are 

paid every year to foreign shipping 
companies for freight and passengers This ^vlll open 
new avenues of employment for her people A 
mercantile marine is indispensable during periods of 
war The government should give up its present pohcv 
and render active help for the construction of ships and 
the training of Indians in seamanship The coastal 
traffic has been reserved for Indian shipping 

The Second Plan mdudes a number of provisions 
for the expansion of shipping At the beginmng of the 
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T'lrst Plan Ave had a tonnage of 3,90,707 GET It w^as 
proposed to increase the tonnage to 6,00,000 G R T and 
this -was likely to be achieved in practice The Second 
Plan provides for a farther increase in tonnage to about 
"9,00,000 GET and it is expected that as a result of this 
Increase, we would be able to raise India’s share in the 
overseas trade to 15 p c To achieve this target, the 
Hindusthan shipyard at Visakhapatnam is to be expanded 
so as to provide for the construction of at least four 
ships per year In addition, provisions are being made 
for developing and improving the ports and harbours 
At the tune of partition India had only five ma;)or ports 
During the first plan period, another major port at 
Kandla has been constructed During the Second Plan, 
•while no new major port was to be constructed, the 
existing major port*; were to be modernised and expanded 
by about 30 per cent 

Air Transport This form of transport has been 
•developed after the second world war By 1951 Indian 
airlines operated about 27 internal services and a small 
number of external services In 1953 air transport has 
been nationalised and since then the government has 
set up two airlines corporations, — one to operate the 
internal air lines and the other the international lines 
The Air India International now runs air services linking 
India with 15 other countries There are about 75 areo 
dromes and pron<iions haie been made for the construe 
tion of a number of aerodromes during the Second Plan. 



CHAPTER 14 

INDIA’S rORBIGN TRADE 

India conducts a large volume of trade with foreign 
countries In 1955 56 the total value of imports and 
exports (including re exports) from 
ourable°^b&Unc€ amounted to Es 747 7 crores and 

of trade 642 2 crores respectively Thus the 

balance of trade was unfavourable to 
the extent of Rs 105 5 crores (including private 
treasure) 

In the five years from 1951 52, the balance of 
trade has remained unfavourable in all years In pre 
independent India, our country had usually a favourable 
balance of trade What are the reasons for this change 
in the most important characteristics of our foreign 
trade ? In other words, why has the balance of trade 
become unfavourable in recent years * 

The mam reason is the fact that India has now to 
import large quantities of food from foreign countnes 
Before the last war we imported only small quantities 
of food grains from abroad But the quantity of imports 
of food grams has increased naatenally on account of the 
fact that our internal production is insufficient for the 
needs of our growing population In 1951 52 we imported 
food grains, pulses and flour worth Es 224 1 crores, and 
in the same year our adverse balance of trade amounted 
to Es 312 88 crores 

A second reason is the partition, of the country and 
its consequences Before the jiartition, India used to 
export large quantities of jute goods raw cotton and 
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hides and skins After the partition, the mam jute 
and cotton growing areas have become a part of 
Pakistan As a consequence, India not only ceased 
to export raw jute and raw cotton but she had to 
import these two conrniodities from Pakistan and 
other countries While our exports declined, our 
imports increased In 19ol 52, we imported raw cotton 
of the value of Rs 136 4 crores Similarly, we had to 
import large quantities of raw jute from Pakistan, while 
our exports of raw jute had become negligible 

A third reason was the existence of strong 
inflationary pressure in the country The high prices 
niling in the country bare raided the cost of production 
of our exports A country, where prices and costs are 
high, provides a good market in which to sell and a bad 
market in which to buv Hence our exports declmed 
and imports increased 

Lastly, the operation of the Five Year Plan would 
also involve a deficit in the balance of payments The 
course of development proposed m the Plan cannot be 
earned out until large imports of machinery are brought 
from other countries, while exports cannot be increased 
witlun a ‘sliort tune Hence the working of the Second 
Five Year Plan is expected to cause a deficit m the 
balance of payment to the extent of Rs 1100 crores in 
the next five years 

Features of Foreign Trade One important charac- 
teustiG IS the emergence of an adverse balance of trade 
m the foreign trade In the five years, 1947 52, the 
balance of trade became favourable only in one year 
Previous to 194i, the balance of trade was usually 
favourable to India, and became unfavourable onlv in 
exceptional years This favourable balance of trade 
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•uas due to the fact that India was a debtor country, 
^nd had borrowed large sums of money from England 
So «;he had to pay large sums of money to England on 
account of interest and principal Secondly, India had 
al'jo to pay large sums of money to England to meet 
“the home charges,” t e certain expenses incurred by 
the Secretary of State and his office, etc Lastly, India 
had to paj for the services of foreign shipping companies, 
banl mg and Insurance companie« which she utilised 

Some of these factors have changed in recent years, 
while new factors have been at work During the 
second world war, India succeeded in repaying most 
of her sterling debts, and since independence she had 
not to pay anything for the home charges Among the 
new factors, mention must be made of the large food 
imports large imports of some raw materials like raw 
■cotton, raw jute etc, due to the partition of the country, 
and the inflation of prices As a result of the working 
of these new factors, the balance of trade has become 
^unfavourable 

There was another peculiar feature of our foreign 
trade In the 18th century our exports consisted mostly 
of goods manufactured in our cottage 
Prepondeiance industries But With the decline of 
of raw materials these indnstnes, we began to export 
in exports large quantities of raw materials like 

jute, cotton and food crops like nee, 
etc Our imports consisted mainly of mannfactured 
goods This tendency contumed till the beginning of 
the last war But a slight change in this tendency has 
become evid'ent d'unng tfie fast war 'The precenfage 
of manufactured goods is increasing in our exports "We 
yvjwpbrt sending more manufactured goods and less raw 
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matenals and food stuffs, and bringing more of the- 
latter from foreign countries 

Our trade with Great Britain and the British 
Empire countries forms a large part of the total foreign 
trade of the country Our trade with 
Large trade with America has al«o increased considerably. 
England Before the last war, the major portion 

(55 pc) of oar trade was conducted 
with British Empire Great Britain occupies a dominant 
position in our foreign trade She sends the largest 
volume of goods for any country, and also occupies the 
first place among the foreign buyers of our goods 

Though we conduct a large volume of trade, this is 
not much when we pay attention to our population and 
resources As compared to England or the USA, our 
foreign trade per head is very small This is due to 
the fact that ours is a poor country and our resources 
are as yet undeveloped Another sad characteristic is 
that the major portion of our foreign trade is conducted 
by foreigners The majonty of importers and exporters 
are foreigners, and our goods are earned in foreign 
ships 

Chief Articles of Export and Import Among goods 
that are exported, mention may be made of the following 
articles, vis , jute, cotton, tea, food grams and flour, 
oilseeds, hides and skins, lac, wool, tobacco, mica, rubber, 
coir, fruits and vegetables, hemp, spices, coffee, silk, etc 

Exports Jute is e^orted mainly m the form of 
jute manufactures like gunny bags, hessian, etc The 
chief buyers of jute are England, 
Jute, America, Australia, Burma, other 

British Empire countries, Japan, France, 
Germany, Brazil, Argentine etc In 1954-55 jute manu- 
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factures worth Rs 123 9 crores was exported, forming 
about 22 per cent of the total value of 
Cotton our exports Cotton is also exported 

in the form of raw cotton and cotton 
manufactures The important purchasers of raw cotton 
were Japan, England, China, France, America, etc 
Cotton manufactures are sent to Burma, Ceylon, 
Straits Settlements, Egypt, Iran, Iraq, etc In 1954-55, 
cotton manufactures worth Rs 64 05 crores was exported, 
forming 11 p c of the exports Tea is 
Tea exported mainly to England which 

takes about 90 p c of the exports 
Next come Canada, Burma, America, Iran, etc India 
exports nearly 75 p c of her total production of tea 
In 1954-55 India exported tea worth 
Food grams Rs 146 5 crores forming nearly 25 p c 
of the value of exports Food grams 
consist of nee, wheat, pulse, barley, jowar and bajra, etc 
These are bought by Ceylon, Arabia, Iraq, Iran, England, 
Germany, etc Otl-seeds consist of 
Oil seeds linseed (exported to England, France, 

Australia, Germany, etc ) rape seed 
(exported to England, France, Belgium, etc ), groundnut 
exported to France, England, Netherlands, Germany, 
etc ), castor seed (sent to England, America, etc ), Sesa 
mum, etc In 1954 55 oil seeds worth 
Hides and skins Rs 4 02 crores were exported Hides 
and skins are exported both in the raw 
and tanned form, chiefly to England, America, Italv, 
Germany, etc In 1954 55 the'^e exports amounted to 
Rife 2b'’ Af cTorev- iJac is sent" tb .iimeriua, Ehgihna’, 
Germany, etc Exports amounted to Rs 116 crores In 
addition, India exported metallic ores and scrap iron 
worth S^ll 56 crores in 1964 55 
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Imports These consist of cotton and cotton good':, 
rnachmery and mill ■worh, silk, "wool, paper and paste 
board, hardvrare, dyes, drugs and medicines, instruments 
and apparatus, glassware, tobacco, spices, provisions, 
liquor's, wood, timber, gram, pulse, flour, etc 

Both raw cotton and cotton manufactures are 
imported by India The former consists of fine cotton 
of long stapled variety and is imported 
Cotton, raw and fj-Qm Bntish East Africa, Egypt and 
msHu AC or America The manufactured goods 

(e q , cotton yam, piece goods, etc ), are imported from 
England, Japan, China, Switzerland, Holland, Belgium, 
Italy, etc In 1954-55, the value of 
■Wool imports of raw cotton was Es 58 45 

crores and of cotton manufactures 'was 
2 2 crores, forming 15 9 p c of the total value of imports 
Both raw tvool and manufactured woollen qoods of the 
value of Ks 11 71 crores were imported in 1954-55 These 
ere bought from England, Japan, 
Silk Italy, Germany, France, etc Both raw 

silk and manufactured silk goods (yam 
and piece goods) are imported from China, Japan, 
England, Italy, etc India also imports large quantities 
of artiiicial silk qoods (worth B'* 14 0 crores in 1954-55) 
from Japan, Italy, England, etc 
miU wotk^ iHac/ittien/ and mill work include 

1 arious kinds of electrical, agricul 
tural, sugar or tea machinenes and parts, etc The 
value of the^e goods irajiorted ui 1954 55 was Bs 83 26 
crores England, America, Germany, Belgium were the 
principal countries which supplied them India also 
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imported instruments and avparatus {^\orth Ss 10 35 
j ^ ^ crores in 1951 52) from England^ 

Hardware,’ America, Japan, etc Hat dwai e oi the 
Drugs and medi value of 17 76 crores "vvas imported from 
England, America, Japan, China, 
Germany, etc Drugs and medicines were brought from 
England, Germany, America, Japan, 
Paper etc Paper and pasteboard worth 

Us 13 67 crores were imported from 
Canada, America, Norway, Sweden, Japan, etc 

Trade with different countnes 

England sends cotton goods, machinery and mill- 
work, drugs and medicines, hardware, provisions, dyeing 
and tanmng substances, paper and 
England pasteboard, rubber manufactures, to- 

bacco, etc, to India She takes raw 
lute and 3 ute manufactures, hides and skins, raw cotton. 
Unseed, ground nut and other oilseeds, tea, wool, (raw 
and manufactured), tobacco, coffee, lac, raw rubber, coir 
manufactures, etc She is our best customer in raw jute, 
jute bags, tea, linseed, hides and skins, etc 

Burma «ent nee, oil, teak wood and bought cotton 
^ and jute manufactures, iron and steel, 

tea, sugar, coal, etc She was our best 
customer in coal and cotton piece goods 

Japan exported cotton manufactures, silk manufac- 
tures, artificial silk, woollens, glassware, 
Japan hardware, machinery, and mill work, 

is'ji?, .»3ihter* pupw aiu? 

pasteboard, etc She was our best customer in raw cotton 
and pig iron She also took jute (raw and manufae 
tured), mica, lac, hides and skins, etc 
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Atnei ica is second m importance She is our best 
customer in lac, ra-w skins, hessian cloth, and also buys 
ra-w cotton, and manufactured wool, 
America tea, fruits and vegetables, etc, She 

sends machinery, dyeing and tanning 
substance®, instruments, paper and pasteboard, raw 
cotton, rubber manufacture®, hardware, copper, oily 
etc 

Germany was fifth on the list before the last war 
She bought raw jute, raw cotton, ground nuts, oil cakes, 
lin®eed, hides and skins, lac, tea, coir 
Germany manufactures, etc She sent machi 

nery, dyeing and tanning substances, 
instruments, drugs and medicmes, hardware, paper and 
pasteboard, rubber manufacture®, gla®sware, cutlery, 
etc 


France bought raw cotton, jute (raw and manu 
factored), ground nuts, hides and skins, 
France coffee, coiT, lac, pulses, etc , and sent 

liquors, machinery, dyeing and t anning 
substances, cotton manufacture®, drugs and medicines, 
woollens, silk goods, toilet requisites, 
Russia etc Soviet Russia "ent tea chests, etc , 

and bought raw jute, tea, etc from 
India China imported raw cotton, jute goods, etc , and 
exported cotton piece goods, silk goods, 
China etc Australia buys jute bags and 

cloth, hides and skins, tea, etc , and 
sends horses, raw wool, provisions, wheat, etc Ceylon, 
our neighhounng i®land, sends copra, 
\ustralia cocoanut oil, tea, fi®h, seeds etc, and 

buys from us rice, cotton goods, coal, 
pul®es, frmts, etc Pakistan occupies the third place in 
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India sends coal, cotton piece goods, iron 
and steel, mustard oil, sugar, jute 
manufactures, etc, to Pakistan, and 
imports raw jute, raw cotton, gypsum, liides and 
skins, etc 
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importance 

Ceylon 


Mam items of Escorts and Imports 

in 1954 65 

(In crores of rupees) 


Exports Imports 


Jute manufactures 

123 9 

Food grains 

67 6 

Cotton manufactures 

64 05 

Ran Cottoa 

B8 5 

Tea 

146 47 

Machinery and 


Spices 

11 1 

mill work 

83 a 

Hides and Skins 

26 2 

Oil 

90 0 

Oilseeds and oils 

26 1 

Medicines 

SI 9 

Raw cotton 

20 1 

Vehicles 

33 8 

Tobacco 

10 8 

Iron & Iron manu 


Lac 

11 6 

factures 

30 2 

Fruits and 


Other metals 

26 1 

Vegetables 

12 9 

Hardware & Cutlery 

17 7 

Mettaljc OTCS 

8 5 

Paint 

10 7 

Scrap iron etc 

19 I 

Paper and Paste 


Total Food Products 

198 1 

Board 

13 7 

Total industrial raw 


Electrical goods 

11 3 

materials 

117 6 

Woollen goods 

2 9 

Total manufacture 


Yam and Cottoa 


goods 

2 47 2 

piece-goods 

Fmits & Vegetables 
Provisions & Oilman s 

2 2 

9 5 

Total 

6 67 6 



Stores Tobacco 

1 2 



Total Food Products 
Total Industrial raw 

115 6 



materials 

187 3 



Total Manufactures 

3 04 4 


Total 
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Balance of Payments When we talk of the balance 
of trade, we include the values of only those goods 
which are exported and imported Besides goods, we 
also export or import many services like the services of 
banks, insurance cos , shipping etc These are called 
invisible items” In addition, there are often large 
transactions on government account such as the payment 
of grant in aid in various forms by the foreign govern 
ments to our country When account is taken of all these 
items of payment due to and from us, the result is known 
as the 'balance of payments on current account 

We have seen that our balance of trade was 
unfavourable in all years from 1951 52 But our balance 
of payments on current account was unfavourable only 
in 1951 52, while in the next four years, it was favour 
able In 1955 56 the current account balance has a 
surplus of Rs 20 7 crores as against Rs 8 3 crores in 
the previous year How did the balance of payments 
become a surplus when the balance of trade was in 
deficit ? This was due primarily to two facts First, 
we had consistently a favourable balance in regard to 
the invisible items, which amounted between Rs 77 to 
Rs 80 crores each year Secondly, we received large 
donations from the foreign governments Such foreign 
aid amounted to Rs 46 2 crores in 1955 56 and to Rs 15 8 
crores in the 1954-55 

Another interesting fact relating to the balance of 
payments was the fact that our trade balance with the 
counlkies 6e/onging to ffie doRar area Ct c , the USA, 
Canada, Latm America etc ) which was m large deficit 
in 1951 52 and 1952 53 registered a ':mall surplus in 
1953 54 After this year, it was again in deficit, but the 
amount of deficit has been very small (about R*? 3 crores 
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in 2955-56) If we take account of the invisible items 
and the amount of foreign aid given to ns in the last 
3 years, the current account balance has been in surplus 
in these year^ In 1955 5^ the surplus in relation to 
the dollar area countries amounted to Rs 49 3 crores 
“We have al <!0 a surplus on current account in relation 
to sterling area countries {te. Great Britain, Australia, 
New Zealand etc But we ha\e a large deficit in our 
trade with the principal West European countnes Such 
deficit amounted to Rs 83 7 crores in 19o5 56 

TABLE 2 

Balance of trade and payments 
(In crores of rupees) 




1951 52 

62 53 

53 54 

54 55 

55 5S 

1 

ExporU 

790 1 

601 9 

589 7 

596 6 

642 2 

2 

Imports 

962 9 

633 0 

591 8 

681 6 

747 r 

3 

Trade 

balance 

{(12) 

—232 8 

—31 1 

—52 1 

—85 0 

— 105 5 

4 

Invisibles 

+ 64 9 

+80 5 

+80 5 

+77 5 

+ 80 O 

6 

OfEc al 

Donations 

+ 63 

+ 10 8 

+ 19 0 

+ 15 8 

+46 2 

6 

Balance of 







paymen s 

on current 

—16“’ 6 

+60 8 

+47 4 

+ 83 

+ 20 r 


account 
(3 4 5) 



CHAPTER 15 

INDIAN CURRENCY AND EXCHANGE 

From a long tune the rupee has been the standard 
money in India Though the name, rupee, has remained 
the same, the actual com has varied in character from 
tune to time In the 19th century, the rupee was a full 
valued silver com, and the value of the rupee was equal 
to the value of the silver bulbon contained m it In the 
last quarter of the 19th century, the value of silver began 
to fall in the world’s markets, and with it the value of 
the rupee also declined This caused some difficulties 
for the government of India, which decided to suspend 
the free comage of silver into rupees from the year 1893 
Before this year everybody was allowed to bring silver 
to “the min t, and have it corned into rupees This nght 
to free coinage of rupees was suspended from that year, 
and only the government retained the right to manufac 
ture and issue rupee corns From that year till the end 
of the 19th century, the government did not manufacture 
any rupee coins As a result, the supply of rupees 
ceased to increa'^e, and as the demand for money began 
to increase with the growth of trade, the value of the 
rupee rose 

The next step was taken m 1898 when the whole 
question of the future of the Indian Currency System 
was examined bv a Committee of experts This Com 
nuttee recommended that the government should try to 
introduce gold standard m India During this period 
gold standard meant the circulation of gold coins in the 
country So from 1898 the government of India adopted 
the policy of i‘;«!Uing gold coins in the shape of gold 
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sovereigns into circulation But for some reasons this 
attempt proved a failure As there 'was a very great 
demand for rupees in the country, the government began 
to issue new rupee coins into circulation 

Gold Exchange Standard In the beginmng of the 
20th century India was on the gold exchange standard 
In order that a country may be on the gold exchange 
standard, it is necessary that no gold coins should eircu 
late within the country The local currency should 
consist of token coins and paper currency notes In order 
to enable the merchants engaged in foreign trade of the 
country to make payments to foreign sellers in gold, the 
monetary authorities should undertake to buy and sell 
gold at a fixed price in terms of the local currency But 
this gold IS made available only at a foreign centre In 
other words, the authorities will not give any gold in 
exchange of local currency within the country , but will 
both sell and buy gold at a foreign centre In order to 
enable the authorities to sell gold at the foreign centre, 
a gold reserve fund is generally maintamed at this centre 

In India also, during the yeai^ 1900 1917, gold corns 
did not circulate within the country The local currency 
consisted of rupee coins (which were token corns) and 
j)aper currency notes The Government of India under 
took to buy and sell sterling in London (t e , the British 
Currency) at the rate of Is 4d per rupee As England 
was on the gold standard during these years, sterling 
was fully convertible into gold, and so any merchant in 
India could obtain gold m London in exchange for Indian 
<si fire rs te o! Is 4d per rupee The Gerern 
ment of India maintained a large reserve m gold in 
London in order to be able to sell gold whenever required 
in London 



INDIAN COHRENCT AND EXCHANGE 183 

In 1917, the pnee of silver began to nse very high 
on account of the war and other circumstances The 
price of silver rose so high that at one time the value of 
the silver hulhon contained in one rupee became more 
than that of a rupee coin There was a clanger that all 
rupee coins would be melted The government became 
unable to maintain the value of the rupee fixed at Is 4d 
per rupee They gave up the attempt to fix the value 
of the rupee at Is 4d per rupee, and the gold exchange 
standard broke down 

Indian opimoii was overwhelmingly agamst the 
gold exchange standard There was a persistent demand 
in the country for the introduction of gold standard in 
India In 1927, following the recommendations of 
another Commission of experts, the Government of India 
introduced the gold bullion standard in our country 
Under this system, there was no attempt to introduce 
gold coins in India But the government undertook to 
buy and sell gold in the form of bullion within tbe 
country at fixed prices in exchange of the local currency 
The standard remained in force till September, 1931, 
when following the example of Great Britain, India gave 
it up Since 1931, India was put on the sterling 
exchange standard Under this system, the rupee was 
convertible into sterling at the rate of Is 6d per rupee, 
and tbe government undertook to buy and sell sterling 
at this rate in exchange for Indian currency Sterling 
wa«, however, no longer convertible into gold 

Present S 3 rsteni After the «econd world war the 
albed countries decided to set up an International Mone 
tary Fund India is a member of this orgam'^ation \11 
members of this Fund have to keep the value of their 
currency fixed in terms of dollar or gold They may 
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change the exchange value of their currency under 
certain circumstances with the permission of the autho 
ntics of the IMF The value of the rupee has also been 
fixed in terms of dollar and gold It was changed once 
in September, 1949, when India also devalued her cur 
rency, following the example of Great Britain The 
value of a rupee was lowered and whereas previou'^lv 
one dollar could he had at for three rupees, one would 
have now to pay five rupees for one dollar The value 
of the rupee has, however, been kept fixed at Is fid per 
rupee The Reserve Bank of India now buys and sells 
sterling, dollar and other foreign currencies at fixed rates 
in terms of the rupee 

Though the rupee is the standard money in India, 
the actual content of the rupee coin has been changed 
from time to time Originally the rupee weighed 180 
grains, and contained 160 grams of silver and 20 grains 
of alloy During the last war, the government had 
issued a new com which contains only 90 grams of silver, 
the rest being alloy The old coins are no longer minted 
The government has also issued one rupee paper cur 
rency It is a paper currency, but is equivalent in all 
respects to one silver com 

The government also issues 8 anna, 4 anna, 2 anna, 

1 anna, 2 pice, 1 pice and V 2 pice coins These are all 
token money and serve the purpose of subsidiary coin^ 
These coins are manufactured at different mints and are 
issued from the branches of the Reserve Bank of India 
and from the Treasuries as and when required by the 
public Very soon the system of decimal coinage is going 
to be introduced and coins of 1 naya paisa, 2 naya paiso, 

5 naya paisa, 10 naya paisa, 25 and 50 naya paisa will 
he issued by the government into circulation One naya 
paisa is 100th part of a rupee One can get 100 naya 
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paisa for one rupee These coins will be introduced 
from the 1st April, 1957 For the next 3 years old coins 
■will also remain in circulation after which only the new 
ones will remain legal tender 

Paper Currency System in India, In its present 
form, paper currency notes were issued in India for the 
first time in 1861 by the Government of India These 
were issued according to the pnnciple known as the Fixed 
Fiduciary System The Goveminent issued a certain 
amount of paper currency notes (the amount was fixed 
beforehand) without keeping any reserve of gold or 
rupee corns behind it This amount was known as the 
fiduciary issue IVlien the Government had to issue 
notes beyond this amount, it was required to keep cent 
per cent re'sene in gold or rupees This 'system was 
copied from England 

This system was changed in 1935, when the Eeserve 
Bank of India was established The function of issuing 
these notes was handed over to that Bank Hence at the 
present moment, paper cunency notes are issued only by 
the Reserve Bank of India These notes are, however, 
guaranteed by the Central Government which wiU con 
vert them into rupees if the Reserve Bank fails to do so 
Notes of the value of Rs 2, 5, 10, 50, 100 and Rs 1,000 
have been issued 

The Reserve Bank has to keep reserves against the^^e 
notes It must keep a reserve of gold and sterling equal 
to 40 per cent of the value of the notes 
issued That m, if the Reserve Bank 
issues paper currency notes of the value 
of Rs 1 crore, it must keep m the reserve gold or sterling 
worth at least Rs 40 lacs The value of gold kept in 
the reserve must never fall below Rs 40 crores The 
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remaining 60 per cent of the value of the notes is to he 
kept m the form of rupee com<5, rupee secunties issued 
by the Government of India, etc As the Bank is re- 
quired to keep a certain proportion (t e , 40 per cent) 
of the value of the notes in the reserve, this system is 
knovm as the Proportional Reserve S' stem It is better 
than the old system, t e , the fixed fiduciary system 
Under the old system, the Bank would have to keep a 
reserve of one hundred rupees when it wanted to issue 
notes worth one hundred rupees But under the present 
system, it can issue notes worth one hundred rupees 
"hen It keeps m the reserve gold or sterling worth onlv 
forty rupees So this system is more elastic than the old 
svstem of paper currency 

Proposed changes m the regulation of the Kote 
issue Tji May, 19a6, the government has introduced a 
Bill to amend the Ee«:erve Bank Act m certain particu 
lars This Bill «eeks to give up the method of propor 
tional reserve system of 1 eeping reserves against the 
note issue Instead of reqmnng the Reserve Bank to 
keep a nummum re'=erve of 40 per cent m gold and 
foreign ^ecuritiee, the amendment lays down that the 
value of gold kept m the Paper Currencj Reserve shall 
not be le<=s than 115 crores, which is the value of the 
pre'^ent stock of gold posse««ed by the Reserve Bank on 
the basis of the price of gold fixed by the International 
Monetary Fund In addition, the amount of foreign 
securities ■shall not be less than Es 400 crore«, which 
mav, however, he reduced to Rs 300 crores for short 
periods with the permission of the Central Government 
filkiP jinne .to .enahlp Jths* JRpspj'.vp -Rank .to -issue 

4arge quantities of paper currency notes as mav be 
reqmred to finance the Second Five Year Plan 
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These changes will make the system of note issue 
more elastic than before Under the former system, the 
Reserve Bank has to keep at least 40 p e reserves m gold 
and foreign securities against any additional notes issued 
by it In actual practice it has to keep much larger 
reserves (50 p c or so) m gold and foreign securities 
(mainly sterling securities) If the Reserve Bank has 
to issue additional notes of the value of Rs 1,200 crores 
in the next five years ('which is equal to the amount of 
deficit finanemg), it would have to find foreign securities 
and gold worth Rs 500 to Rs 600 crores against this note 
issue This -would practically be impossible Hence 
the proposed amendment will enable the Reserve Bank 
to issue additional notes as may become necessary, 
without being hampered m any way by the lack of gold 
and foreign securities It can now issue any amount 
of paper currency notes -without bothering about gold 
reserves 



CHAPTER 16 

INDIAN BANKING SYSTEM 

The principles of banking were Icnown in India 
during very early periods Tlie bankers were known as 
the Sresthis or Chcttis, and were respected all over the 
country Banking on modem lines began to develop 
from the beginning of the 19th century At the present 
moment, India possesses a central bank of the name of 
the Re<!er\e Bank of India, a few commercial banks of 
which the Imperial Bank of India is the biggest institu 
tion, a number of foreign banking institutions known as 
excliange banks, indigenous banking institutions and 
some other specialised institutions 

Constituents of the Banking System The Indian 
banking system consists of a central bank at the top, 
know n ns the Reserve Bank of India, a state o^vned and 
managed commercial bank known as the State Bank of 
India, a large number of scheduled banks including the 
Exchange Banks, the indigenous banlcers, and such insti 
tutions as the co operative banks, the postal savings 
banks etc In addition, there are a number of specialised 
institutions like the Industnal Finance Corporation, and 
the State Finance Corporations, and the N I D C and 
the I C I C 

The Reserve Bank of India is now a State owned 
and managed institution As the central bank of the 
country, it is the sole authority for the issue of papei 
currency notes and com It is the banker to the gov 
emment which keeps its funds deposited with the bank 
It IS also the banker to the other banks, most of whieli 
are required to keep 5 pc of their current account 
deposits and 2 p c of their fixed deposits with the 
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Reserve Bank The Bank lends money to those hanlvs 
■when necessary, supervises their operations and exercises 
full control over them It buys and sells gold and foreign 
currencies like sterling, dollar etc , at fixed rate" Its 
mam concern is to manage currency and credit and to 
control the Indian money market 

The State Bank of India was formerly kno-wn as the 
Imperial Bank of India, which has been nationalised in 
1955 This bank, which is owned and managed by the 
government, is the largest commereial banlc in the 
country and has also the largest number of branches. 
It is required to open another 400 branches in the next 
five years in order to develop banking m the rural areas 
It accepts deposits, grants loans and deals in foreign 
exchange It also acts as the agent of the Reserve Bank 
where the latter has no branches 

The scheduled banks are the ordinary commercial 
banks, which are so called because their names ha\ e been 
included in the schedule of the Reserve Bank of India 
They do all kinds of banking business, and whenever, 
necessary, borrow funds from the Reserve Bank and the 
State Bank 

A number of «!clieduled banks deal mainly in the 
foreign exchange business They are kno-wn as the 
exchange hanks They are mostly foreign banking con- 
cerns They also undertake ordinary hanking hu"ine"s 
in India 

The indigenous bankers undertake banking business 
on the traditional lines They are kno-wn as shroffs,, 
'jahukars, chettis etc Though they accept deposits, it 
IS a minor part of their business They finance the 
movement of agricultural crops "within the country 

The CO operative banks are organised on the co- 
operative basis and are situated mostly in the villages. 
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catering for the agricultunsts The post office saving's 
banks are run by the government and mainly accept 
deposits from the public The I F C , S F C and other 
institutions lend long term funds for industrial deve 
lopment 

Banlang habits Lave, however, been developed 
mainly in the urban areas, and that too in the cities As 
a result, our banking resources are very small compared 
to some other developed countries 

The Reserve Bank of India. It is the central bank 
of the country and was established in 1935 The Bank 
has issued shares worth Rs 5 crores, divided into shares 
of Rs 100 each All the shares were 
fully subsenbed and paid up by pnvate 
individuals and companies But in 
1949, the Bank has been nationalised and shares have 
been bought by the government It is, therefore, a State 
owned hank The Bank is managed by the Central Board 
of Directors Consisting of 14 members, including a 
I Governor, two Deputy Governors, ten Directors and one 
Government official All of them are appointed by the 
Central Government There are also four Local Boards 
of the Bank at Calcutta, Bombay, Madras and Delhi 
The'ie Local Boards manage such matters as are referred 
to them by the Central Board A Bill introduced in the 
Parliament m May, 1956 proposes to abolish the Local 
Boards 

The mam function of the Bank is to control the 
money market of India First, it has been entrusted 
with the function of managing the note 
y-uiAV/wsa s;!?/! has. ttsa ■yjla 'jS&'ia 

paper currency notes The paper 
currency notes are issued through a separate department 
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of the Banlf, called the Issue Department All corns are 
al'o issued through this department Secondly, it is 
banker to the government and holds the funds of the 
central and State governments It provides all sorts of 
hanking services to the various government departments 
It lends money to the government for short periods, and 
manages the public debts Thirdly, it is also the hanker 
to the other joint stock banks All joint banl s vrith a 
paid up capital and reserve of Bs 5 lakhs and more are 
entitled to become the ‘ scheduled banks” of the 
■Reserve Bank Each scheduled bank must keep five 
per cent of its current account deposits and two per cent 
of its fixed deposits with the Reserve Bank, which may, 
when necessary, raise these ratios up to four times 
the present one** The Be«erve Bank grants loans to 
these banks whenever they are in need of surplus cash 
Thus the Bank is expected to provide for better banking 
conditions in the country The position of all other 
banks will become sounder than before as they will he 
able to borrow money from the Re«erv6 Bank in time of 
financial difficultie® Fourthly, the Bank purchase? and 
sells sterling in exchange of rupees at the rate of Is 6d 
per rupee and other foreign currencies at fixed rates 
Lastly, it has also opened an Agricultural Credit 
Department to study all questions relating to the supply 
of credit to the cultivators 

In addition to the«e functions, the Reserve Bank 
may accept money on deposit But it is forbidden to pay 
interest on the^e deposits This has been done to prevent 
the Bank from competing with other banks for securing 
deposits Moreover, it is forbidden to engage in trade, 
or to lend money against the mortgage of immovable 
propertv like land or building It cannot grant any loan 
for a period exceeding 90 dajs 
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State Bank of India This Bank’s former name was 
the Imperial Bank of India It >\aB the largest com 
mercial bank in India and was taken o\ er by the go\ ern 
ment in 1955, after hich it came to be 1 now n as the State 
Bank of India It has a large number of branches, and its 
importance will be ob\ious from the fact that it acts as 
the agent of the Reserve Bank in places w here the latter 
has no branch It performs ordinar> commercial busi- 
ness etc , accepts deposits of all kinds from the public, 
grants loans and ad\ ances to the people, discounts hundis 
etc The other scheduled banks (for the State Bank is 
also a scheduled bank) borrow money also from the State 
Bank when they are short of funds This Bank under- 
takes foreign exchange business The main purpose for 
which the Banl^ has been nationalised is to help in 
spreading banking institutions m the rural areas For 
this purpose it has been placed under an obligation to 
open 400 new branches in course of the next five years 
Scheduled Banks These are the commercial banlcs, 
which are also known as the joint stock banks There 
are about 88 such banks with a large number of branches 
distributed all over the country They are called 
‘scheduled’ banks because their names have been included 
in the schedule of the Reserve Bank of India Joint 
stock banks whose paid up capital and reser\ es amount 
to at least Rs 5 lakhs are entitled to be included in the 
schedule of the Reserve Bank These banks have to keep 
a deposit with the Reserve Bank equal to at least 5 p e 
of their demand deposits and 2 p c of their time or fixed 
deposits The Reserve Bank may raise these ratios (i e , 

5 p c and 2 p c ) four times if it is necessary for control 
ling the banks In return, they are entitled to borrow 
from the Reserve Bank whenever that becomes necessary 
They perform ordinary banking business like accept 
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ing deposits, grant of loans, discounting liiindis etc A 
number of them have began to open branches in toieigu 
countries and to buy and sell foreign currencies 

The business performed by these scheduled banks 
can be understood from their combined balance ^heet 
given below 


TABLE I 

All Scheduled Banks (89 m number) 

(In crores of rupees) 

Average Demand Time Total Total Imestment Total 
Deposits Deposits Deposits Loans & in govt cash 
Advances securit es balances 

1956 56 599 44 404 10 1003 53 648 07 370 71 87 16 

Exchange Banks There is another cla<is of ban! s 
which are known as Exchange Banks They are «o 
called because their roam function is to engage m 
foreign exchange operations There is another charac 
tenstic of these banks They are all owned and managed 
by foreigners They have all been established in foreign 
countries, and have opened <=ome 
Functions branches in India Their mam function 

is to finance (he foreign trade of our 
country They buy and «ell foreign currency and di« 
count the bills of exchange They also accept deposits 
from the public and have now a days begun to grant 
loans to bii'!ine«sinen engaged in the internal trade of the 
country Their hu«ine«s is not confined to India, but 
extends over the whole East As these hanks are aE 
foreign institution«, this is an undesirable feature of our 
banking system Some of the big Indian commercial 
banks Jiave begun recently to undertake foreign exchange 
business 

II — 13 
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These exchange banks are also scheduled banks as 
they have very large paid up capital and reserves 
Their total number is 15, and they hold about 19 p c of 
the total deposits of all scheduled banl\.s, i e , Rs 190 9o 
crores out of a total of Rs 1003 54 crores m 1955 56 
That their main business is the sale and purchase of 
foreign bills of exchange will be evident from the fact 
that while they hold only 7 p e of all inland bills of 
exchange, they hold nearly 60 p c of the foreign bills of 
all scheduled banks 

Non Scheduled Banks These are tho‘«e joint stock 
or commercial banks whose paid up capital and resen es 
are less than five lacs of rupees There are 384 non 
scheduled banks Though their number is ^e^y large, 
their total business is much smaller than that of the 
scheduled banks The total deposits of all these non 
scheduled banks amounted to only Rs 61 37 crores in 
1955 56, while the scheduled banks possessed deposit® 
worth Rs 1003 54 crores Thus the average deposits of 
a scheduled banli amounted to Rs 11 28 crores against 
only Rs 15 lacs in the case of a non scheduled hank 
Moreover, 66 p c of the total deposits of the non 
scheduled banks consisted of time deposits, while the 
percentage was only 40 2 in the case of the scheduled 
banks 

Indigenous Bankers The'e are all banks managed 
according to the modem pnnciples But India posse';®ed 
banks from early times These are 
Functions known as tndt^enous bankets, to 

distinguish them from the ban! s 
managed on the Eurojiean methods These are called 
^'indigenous” because they conduct banking according 
to the ancient Indian methods as opposed to the modern 
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methods India possessed a very etRcient system of 
banking from very early times The'^e indigenous 
bankers are known by various names, such as Shroffs, 
Sahukers, etc These are generally family concerns, and 
are not orgamsed on the joint stock principle® They 
usually do business with their oivn funds, and lend them 
to the agriculturists and others They discount hundis 
Most of them combine banking with some other form of 
business connected with the internal trade of the country 
They deal in cotton, gram or gold, etc , and many of 
them are big speculators on the share markets Some 
of them have begun to accept deposits and issue cheque 
books Their methods of doing business are very simple, 
which the ordinary village people can easily understand 
While they try to lend money to those people who can 
provide good security, they often lend on personal credit 
■without insisting on first class securities They have 
few branches 

These bankers perform a very important function in 
our country They provide banking facilities for the 
major part of the population of our country, especially 
for those living in the village® But there are important 
defects in their orgamsation They usually charge very 
high rates of interest for their services The combination 
of banking with trading or some other business is al®o 
an undesirable feature It is essential that these bankers 
should reform their methods, and modemi®e their sy®tem 

Other Banks We also pos®e®s ®ome specialised insti 
tutions like Post Office Savings Bank® 
Savings Banks Co operative Banks, Land Mortgage 
Banks, etc The P&st Office Savim/s 
Banks are attached to the Po®t office The®e accept 
deposits from the public and pay come interest their 
funds being utilised by the Government 
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Tte Cooperative Banks have been organised since 
1904 There are primary co-operative societies, vho'e 
Co-operative members are either agriculturists, or 
artisans, or salaried employees living 
in urban centres These generally sell shares to their 
members, and can grant loans only to their mem 
bers They accept dejmsits from members and non 
members They are financed by Central Co operative 
Banks organised in every district or Taluka Almost all 
States possess a State Co operative Bank which grants 
loans to the Central Co operative Banks which, m their 
tnm, grant loans to the primary soceities About 85 per 
cent of these societies are orgamsed to help the cultiva 
tors to meet their current requirements and to repay 
their old debts ^ 

A few land mortqaqe banks have been established 
in the States These are organised on 
b^s “°**®^®* the cooperative principle and grant 
loans against the mortgage of landed 
properties for long periods 

In spite of this impressive bst we do not possess a 
sufficient number of banlci Compared to population, 
England, America or Canada i>ossess a larger number of 
banks than India Deposits per head are the lowest in 
India The villages practically possess no hanking 
institutions where the jieople can keep their savings in 
safe custody Only a few towns can boast of joint stock 
bank or its branch It is, therefore, necessary to organise 
a largo number of banks on sound lines, especially in the 
Tcnn'i areHS 



CHAPTER 17 

THE TAX SYSTEM IN INDIA 

India does not possess a single system of govern- 
ment Though the full federation has not been 
established, there are at present two sets of government 
functiomng in our country The Central Government, 
or the Government of India sits at New Delhi, and 
exercises authority over the whole of India India has 
been divided mto a number of States, each contaimng 
another set of government known as the State Govern 
ment The former has been entrusted with the function 
of a dmin istering the umon or central subjects like 
Defence, External Affairs, Currency and banking, Rail- 
ways and Post Offices, etc The State Governments have 
been put in charge of the following — Law and Order, 
Prisons, Justice and Jails, Education, Agriculture, Co- 
operation, etc There is another set of subjects like the 
Press, Electneity, Cnminal law and Procedure, Marriage 
and Divorce, etc These are called Concurrent Subjects, 
and are adimmstered by both the Central and State 
Governments, the laws passed by the former generally 
prevadmg over those of the latter m regard to these 
subjects 

Division of the sources of revenue between the 
Union and the State Governments These two sets of 
government require sufficient revenue to defray their 
expenses So according to the new Constitution, each 
government has been entrusted with certain sources of 
revenue The Central Government enjoys the revenue 
from the following sources, viz , Import Duties, Corpo 
ration tax, Federal Railways , Posts and Telegraphs ; 
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Profits from currency and coinage and from the Ee'erve 
B'lnk , Salt Dutj , other excise duties {e q , on sugar, 
matches, tobacco, kerosene, etc ) , Export Duties includ 
ling the Jute Export duty , and income tax, (a part of 
■\vhieh not exceeding 50 per cent is to be given to the 
States) The State Governments ha\e been given the 
following sources of revenue, viz , Land Revenue ; 
Porests , Irrigation , Registration fees , Court fees , 
excise duties on alcoholic liquors, drugs and narcotics , 
Stamp duties , Sales tax , taxes on Trades, Professions, 
etc , taxes on betting, gambling and entertainment , 
taxes on agricultural incomes , Death Duties, etc The 
States will also get a part of the proceeds of the income 
tax, and a portion of the jute export duty will be distn 
huted among the 3 ute growing States, i e , W Bengal, 
Assam, Bihar and Orissa If the finances of the Central 
Government improve, it may distribute a part or whole 
of the proceeds of the central excise duties, «alt duty 
and export duties to the Stales 

This was the scheme of distnbution laid down id 
the constitution There was also a provision that the 
President would set up, at the end of every five years, 
a Finance Commission to determine the proportion of 
the income tax to be handed over to the States, the 
manner of distribution among the States and other 
important matters The First Finance Commission 
issued its report in 19 j 3 It recommended that for the 
next five years 55 p c of the net proceeds of income tax 
after deductmg the expenses of collecting the tax was to 
be distributed among the States Before this 50 p c was 
distributed It also laid down the manner in which the 
share of each State was to be determined Secondly, it 
recommended that 40 p c of the proceeds of the Union 
excise duties on tobacco, matches and vegetable ghee 
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was to be banded over to the States The amount is to 
be di«tnbuted on the basis of the population of each 
State Lastly, additional grants m aid were to be paid to 
some of the States like TVest Bengal, Bihar etc 

These recommendations have been earned out A 
Second Finance Commission has been «et up recently for 
the same purpose 

Sources of revenue of the Central Government The 
revenue of the Government of India is denved from the 
following 'sources 

1 Customs Before the last war, the customs 
duties easily secured the first place in point of yield 
among all the sources of revenue of the Government of 
India But during the war, its place was taken by 
income tax It has again regained the first place This 
IS an important source of revenue for the Central 

Government The^e duties are levied 
Export duties on the imported goods and on exports 
from India Export duties are levied 
on jute and nee, and tea A portion of the proceeds of 
the jute export duty are handed over the jute growing 
States, « ^ , W Bengal, Bihar, Assam 
Import duties and Oris«a These dntiese are estimated 
to vield about R's 150 0 crores according 
to the budget of 1956 57 

2 Excise Duties Excise duties have been levied 
on sugar, matches, kerosene, pneumatic tyres, tea and 
betelnnts, etc The«e are the duties which are levied 
on goods produced and con'uimed in India These duties 
are estimated to yield about B*: 145 45 crores in 1956 57 
Revenue from this •source i«, therefore, increasing 
gradually Thece, it should be noted, are indirect taxes 
on commodities 40 pc of the proceed® of the excise 
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duty on matches, tobacco and vegetable ghee are handed 
over to the States 

3 Income tax The income tax, as the name 
implies IS levied on all persons whose income exceed 
Es 4 200 a j ear This tax is levied at a progressive rate 
In other words, the larger the income, the higher is the 
rate at which this tax is levied Persons whose income 
exceeds Rs 20,000 a year have to pay, besides income 
tax at the usual rate, a sxir tax or super tax to the gov 
ernment This is a tax levied on very high incomes at 
very high rates The effect of this high rate of tax is 
that a person whose annual income is rupees one lakh 
will have to pay Es 55,000 in income tax He will then 
receive only Es 45,000 after paying fax A person whose 
annual income is Es 5 lakhs will have to pay Es 4 20 
lakhs in taxes, i e , about 84 p c of his income It should 
he noted that the whole of the revenue from this source 
is not enjoyed by the Central Government The latter 
retains for itself 45 per cent of the proceeds of the 
income tax The remaimng portion (55 p e ) is distri 
buted among the States 

According to the budget estimates for 1955 56, the 
total income tax collections are expected to amount to 
Es 138 16 crores Out of this, the share to be paid to 
the States would amonrit to E'’ 53 35 crores, leaving a 
net total of Es 84 81 crores, which is to he retained by 
the central government as its share of the income tax 

4 Corporation Tax This tax is levied on the 
profits of all joint stock companies operating in India 
The revenue from this source is expected to amount to 
Es ‘ii crores, ana’ I’fie wfioi’c oPit' wiiY fie rei'amea’ fiy 
the central government 

Thus the total revenue from the income tax and the 
Corporation tax wi^l amount to Es 126 05 crores 
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5 Railways, The railTrays are an important 
source of revenue for the Government of India This 

major portion of these railways is 
Railways OTHied and managed by the Government. 

A portion of the surplus profits from 
the worlang of these railways is handed over to the 
Government In 1956 57, this source is expected to yield 
Es 6*57 crores 

6 Citneiic?/ and Coinaqe The Central Govern- 
ment also gets the profits on the coinage of rupees A 
part of the profits earned by the Keserve Bank of India 
IS al«o handed over to the Government These sources 
are expected to > 16 ^ Es 19*90 crores in 1956 57 

7 Po^ts and TeJegiaphs The Go\emment of 
India also obtains some revenue from the Posts and 
Telegraphs Department The revenue from this depart 
inent is estimated to be Ks 65 lakhs in 1956 57 

The total revenue of the central government in 
1956 57 IS estimated to amount to Rs 536*25 crores 

Main Heads of Expenditure 1 Tlie Defence 
department spends Gie major portion of the funds of the 
Government of Lidia Es 203*97 crores 
Defence Will be Spent by this department in 1956 

57 The expenditure on this department 
IS high on account of the Kashmir episode But even in 
normal times, this department ab'^orbed a very large 
percentage of the revenues 

2 Civil department The expenditure on the cml 
departments amounts to Rs 38*39 m 1956 57 This 
includes the expenses incuired in connection with the 
adimmstration of the various departments of the Gov 
eminent of India, e Q ,tbe general administration, Exter- 
nal Affairs, the Finance Department, Departments of 
Ju'^ticQ^ Jails, Police etc 



202 ELEMENTARY ECONOMICS 

3 Debt charge^ Another important item of 
expenditure relates to the payments made in connection 
•with the debt services The Government has borrowed, 
and IS borrowing large sums of money to some of the 
States In 1956 57 the expenditure on account of these 
loans will amount to Rs 35 50 crores 

4 Developmental Services These include the 
expenditure on account of the following departments, 
VIZ , education and scientific departments medical and 
public health, agriculture and rural dei elopment, irnga 
tion and multi purpose projects aviation broadcasting, 
community development projects etc The budget of 
1956 57 proposes to spend Rs 127 10 crores on these 
items 

5 Contributions and grants in aid to States 
This item is expected to amount to Rs 38 00 crores in 
1956 57 

The total expenditure of the Government of India is 
expected to amount to Rs 536 25 crores according to the 
iget estimates of 1956 57 


Government of India and expenditure 
Mam heads of revenue 
{In crores of rupees) 



Revenue 

1956 57 

1 

Income Tax (net) 

84 81 

2 

Corporation Tax 

41 84 

3 

Customs 

150 00 

4 

Umon Excise Duties (net) 

145 45 

5 

Other Taxes and Duties 

28 

6 

Misc Taxes on Property and Capital 



Transactions 

2 31 

7 

Railways 

. 6 57 
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8 Currency and Mint (Profits of the 


Eeserve Bank) 19 99 

9 Total Tax Eevenue 424 69 

10 Total Kevenue 484 42 

Expenditure 

1 Defence 203 97 

2 Developmental Services 127 10 

3 Civil Administration 38 39 

4 Debt Services 35 50 

5 Contributions to States 38 00 

6 SDscellaneous 49 39 

7 Total Expenditure 536 25 


Public Debts in India Like the Goi ernments of 
other countries, the Government of India has also bor 
rowed, from time to time, large sums of money to meet 
some items of expenditure The loans contracted by the 
government from the public of this or other countries 
are known as our public debts The go%emment regu 
larly pa^ s, out of the general revenues, interest at a fixed 
rate to the persons who have lent the money In 
addition, the government promises to lepay the sura 
borrowed after a certain period of time varying from 
three months to a number of years If the loan is to be 
repaid aftei a short period of tune, it is known as a 
floating or unfunded debt If it is to be repaid after a 
long time, it is known as a funded debt 

The Government of India has also raised both funded 
and unfunded debts The Defence Bonds which are to 
he paid after 10 or 12 years fall m the class of funded 
debt's The government has also contracted unfunded 
debts in the shape of Treasury Bills, Deposits in the Post 
Office Savings Banks, etc Tlie total public debts of the 
Government of India stand at the figure of Es 2,550 
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crores at the ead of March, 1951 The amoimt of un 
funded debts is Es 452 crores, and the rest belong to the 
class of funded debts 

Before the last war the government raised loans not 
only in India, but also in England The loans raised 
from the people of India are known as 
Sterling debts loans The government also 

borrowed large sums of money from the 
British people These are known as our sterling debts 
as the loans were contracted in terms of sterling, the 
English currency Before the last war the amount of 
these sterling loans (including railway annuities) stood 
at the figure of Rs 469 crores During the last war the 
government has been able to repay these sterling loan®, 
and so the total amount of these debts now stands at the 
figure of Es 27 crores So about Rs 398 crores worth of 
sterling loans have been repaid 


One important feature of our public debts is that 
most of them are productive loans If the proceeds of 
the loan are spent for the conduct of the 
PTOduc^ive* there is no tangible asset (in 

the shape of some property) against 
these loans The loans will then be regarded as unpro 
ductive An example will make everything clear 
Suppose a man raises a loan of Es 1000, and spends the 
whole sum in dnnk and debauchery The loan is to be 
regarded as unproductive But if he spends the proceeds 
of the loan in building a house, he 17111 be able to earn 


some money income by hiring the house to others This 
loan is a productive loan A large part of our public 
-ni Vue MnnfcrutfCitm tA m'frways, 
irrigation canals, etc The government derives some 


money income from these projects The major portion 
of our public debts is thus productive Of the total debts 
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of Es 2,500 crore«, only Ks 837 crores represent loans 
not covered by any income yielding assets This is a 
very good position In England, the major portion of 
public debts has been contracted for unproductive pur 
poses like the vraging of "wars, etc 

A cnticism of the Indian tax system 
A study of the budgets ‘shows tliat in India, the 
governments rai^e a large percentage of their revenues 
by means of the indirect taxes, and a small proportion 
from the direct taxes The burden of taxation is not, 
therefore, distributed eqiutably among all clashes of 
population The poorer classes have been made to con 
tribute heavily towards the revenues of the state, while 
the rich have often escaped with light burdens Thus 
our tax system doe« not carry out the first canon of 
taxation that taxes should be levied according to the 
ability of the taxpayers Excepting that intangible 
thing security, the poor classes do not derive much 
benefit from public expenditure as a whole Very little 
is spent on the spread of education in the villages, or on 
the provision of medical facilities among the ma'^ses 
Scarcely anything is spent on the development of agri 
culture In the Indian railway system, the passengers 
who travel in the third class contribute a very large 
percentage of the total fares collected from aU cla‘5'=es 
of passengers But they do not get any comforts, nor 
do the railways spend mnch in giving them any Tho‘=e 
who travel hv the first and ‘=econd cla'i^es contribute a 
of tbo tots} fsres Bat they get aU 
the comforts, and the railways are all attention to them 
It IS the same thing -with the Indian pubhc finance 
Those who are least able to pay have to pay most in the 
aggregate They get the lea^t benefit Those who are 
mo-st able pa% le'^s in the aggregate 



CHAPTER 18 

STATE AND LOCAL FINANCE 

Under the constitution of 1950, the states have been 
granted autonomy from the control of the central go\ 
crnment Such autonomy presupposes that the states 
should also have independence in the financial sphere 
Hence the Act handed over certain sources of revenue 
like land revenue, fore’^ts, irrigation, stamps, registra 
tion, excise duties on drugs, narcotics, etc- » entirely to 
the states The income tax is to be levied and collected 
by the central government, which must hand over a 
certain, percentage not exceeding 50 to the states This 
has since been increased to 55 p c The latter were also 
given independent powers of borrowing money from the 
market The State Goiemnients derive their re\enue 
from the following souices 

1 Land Revenue Land revenue fornis the sheet 
ichor of state budgets and stands first in point of yield 
is collected from the Zemindars and ryots The revc 
nue from this source has increased on account of the 
abolition of the Zeimndan settlement m the States The 
revenue from this source does not usually 'ary, being 
more or less stable in amount It is, therefore* an inelastic 
source It has been described as a tax, not on ability, 
but on liability Every cultivator has to puy it to the 
Government, whether he earns any profit or not It is 
the only direct tax collected by the state government's 
But in income tax, there is a minimum income upon 
which no tax is levied But in land revenue there is no 
such Toimmum Hov*ever small may be the plot of 
land, the cultiv ator has to x»ay land rev emic to the gov 
emment As tlie cultiv ators are mostly poof > there is an 
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insistent demand in the country for the reduction of the 
burden of land revenue 

2 Excise Duties An important source of revenue 
IS usually the excise duty on drugs, narcotics and 
aJcohohc liquors These duties are levied on the manu 
facture and sale of these intoxicants These duties are 
generally levied on the principle of maximum revenue 
and minimum consumption The duties are high so as 
to cheek the consumption of alcoholic liquors and drugs 
as also to bring as large a revenue as is possible An 
increase of revenue from this source indicates that the 
people are drinking more wine, or smoking more ganja 
or hemp This is certainly undesirable There is a 
strong demand for the adoption of the policy of prohibi 
tion in our country If this is adopted, the revenue 
from this source is likely to decrease 

1 Stamps The third important source is usually 
stamps The«e include two kinds of duties, the court 
fees paid by all litigants, and duties on commercial docu 
ments like bills of exchange The former are levied and 
collected by the State Governments An increase of 
revenue from this source means that the people are 
indulgmg in more litigation This is not always desir 
able The duties on commercial documents are levied 
and collected by Central Government, which, however, 
hands ovei the entire proceeds to the States This has 
been done in order that the^e duties may be levied at 
luuform rates all over India The^e contribute 16 pc, 
and 3 4 p c and 10 p c to the total revenues of "West 
Bengal and A^^ara, and the Uttai Pradesh respectively 

4 hriqatwn Imgatioii works yield large sums 
of money to the State Governments The cultivators 
who take water from the canals have to pay a water rate 
it e , tax) to the government This source accounts for 
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about 38 p c of the total revenues in the Pun]ab , about 
12 p c in the Uttar Pradesh , about 13 p e in Madras , 
about 2 7 p c in Bombay , and about 1 p c in the Madhya 
Pradesh 

5 Foiest Forests contribute about 10 p c of the 
total revenues in the Madhya Pradesh , 8 p c in Assam , 
3 7 p c in the Uttar Pradesh , 3 p c m Bombay and 
Madras , 2 p c in the Punjab and about 1 p c in West 
Bengal Revenue from this source is derived mainlj 
from the «iale of timber and other forest products, 
grazing fees, etc 

6 Registration The revenue from the reqistra 
tion fees amounts to 2 p c of total revenues in Madras 
and Bihar , 1 6 pe in West Bengal , 1 pc in Bombay 
and the Madhya Pradesh , nearly 1 p c m the Uttar 
Pradesh , and 8 p c in the Punjab Persons ■who want 
to register certain documents have to pay fees at the 
time of registration These are not taxes, but fees for 
services rendered by a particular department of the 
Government 

7 Sales Taxes This is going to be the most im 
portant source of revenue of the States The States 
have followed two methods in levying the sales tax 
West Bengal and a number of other States have levied 
this tax at the time of the sale of goods to the final 
consumers, and so the tax is levied only once on the sale 
of goods Bombay Madras and some other States levy 
what IS called the multi point tax, t e , the tax has to be 
paid e\erytime a sale of goods tal es place ■whether to a 
dealer or to the final consumers In addition to the 
genera? sales tax cn all goods, sales tax is also levied at 
comparatively high rates on petrol The yield from these 
^axes is the highest in Bombay and Jfadras and forms 

“ c of the total revenues of the Part A States 
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8 Miscellaneous taxes States have also levied 
the Moto) Vehicles Tax, and the total yield from this 
tax forms about 11 5 crores in Part A States, ^ g , 
about 2 8 p c of their total revenue* They have also 
levied entei tainnient tax, t e , a tax on the sale of tickets 
to cmeraa shows, theatre* etc This tax yields Ks 5 92 
crores in Part A States Eight States (Andhra, Bihar,. 
Bombay, MP, iladras, Punjab, UP and AV Bengal) 
have levied electi iciti/ duties, which yield a total of 
Es 5 48 crores in all these States Seven States (As«am, 
Bihar, ilP, Madras, Orissa, UP and TV Bengal) have 
levied agncultural income tax, yielding a total of 
Ks 3 92 crores in the«e States It should be noted that 
the Central Government does not levy the income tax on 
agricultural income* Two States (As«am and MP ) 
have levied a tax on piofessions, callings etc , yielding 
Es 5 and Ks 4 hi hs respectively Lastlv, all States 
receive some revenue from the Estate Duty This duty 
has been levied recently and is imposed on the properties 
of persons after their death The duty is levied and 
collected by the Central Government, and the proceeds 
are distributed among the States It is expected to 
yield Es 1 96 crores in 19o6 57 m the Part A States 

9 Shaie of the Union taxes States aho receive 
shares m certain taxes levied by the Central Government 
Thus 55 p c of the proceeds of the income tax, and 40 
p c of the proceeds of the union excise duties on vege 
table ghee, matches and tobacco are distributed among 
the States About 14 6 p e of the total revennes of tha 
Part A States is derived from this source Thus the 
UP gets Es 12 34 crores, and Bombav Es 11 80 crores 

Orissa, Assam, Bihar and West Bengal also get 
subventions or grants of monev from the Central 
Government 

11—14 
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Main heads of expenditure of the States 

1 General administration Expenditure on the 
general administration and Police absorbes the major 
portion of the revenues of State The expenses in con 
nection with the general administration are mainly 
incurred for paying the salaries of the public servants 
It IS desirable that this should be scaled down by lower 
mg the salaries paid to the officials The maintenance 
of a costly administrative staff is a mockery m the face 
of the extreme poverty of the masses 

2 Police The expenditure on the Police Depart 
ment is also very heavy It forms nearly 11 p c of the 
total expenditure in West Bengal and 12 p c of that in 
Bombay We are spending too much for our protection 

3 Justice and Jails The administration of 
justice forms another important item of expenditure in 
the state budget In includes the expenses of maintam 
ing the jails The first three heads absorb nearly one 
third of the total revenues of a State, leaving two thirds 
for the various other departments 

4 Education Education forms the most import 
ant item of expenditure among the nation building 
departments Considering that the vast majority are 
illiterate, expenditure on this department should be 
increased We must take steps to educate everybody 

The State Governments also spend money on medical 
relief, piihltc health, development of agriculture end 
industries, spread of the co operative movement, etc 
The construction and maintenance of civil works also 
form an important head of expenditure of the States 

Accordmg to the budget estimates of 1956 57, the 
total revenues of Part A and B States amounted to 
Es 655 36 crores, and their total expenditure amounted 
to Rs 630 75 crores 



Main Heads of Expenditure in States in 1956 57 
(In Lakhs of Bnx>ees) 
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Onticism of State Finance One important point to 
be noticed is that all the important sources of revenue 
have been allocated to the Central Government The 
work of reviving industries, developing agriculture, edu 
eating the masses, and improving their health has been 
given to the State Governments These are highly im 
portant if we are to raise the standard of life of the 
masses The State Governments require large sums of 
money to carry out these duties successfully But none 
of them has enough money to do the necessary work 
The States have been given inelastic sources of revenue 
Land re\enue, excise duties, court fees, — all the«e 
sources are likely to yield decreasing amounts of revenue 
if popular demands are to be earned out Forests can 
be made to yield larger revenue than at present But 
this will take time The State Governments ha^ e, there 
fore, been faced with the alternative of either giving 
up all plans of socnl and economic betterment of the 
masses, or levying additional taxes upon the poor people 
The Central Government should not sit tight o\er all the 
frmtful sources of revenue It should cut down its 
expenditure, especially in the military department, and 
lower the salaries of the IAS and other services It 
will then be able to hand over large portion of income 
tax and large slices of the excise duties to the States 
Tie latter inll then be able to spend more money on im 
proving the lot of the poor The State Governments 
should also carry out <?uitable measuies of retrenchment 
They should thinl out a consistent plan embracing all 
aspects of the economic fife of the people 

There is room for pnehsmg ecouoimes in the expen 
ditnre of the states The «5alaries of the public officials 
have been fixed at a verv high rate con'sidering the 
poverty of the country A nation whose average income 
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IS barely Ks 23 per month can ill afford to pay Bs 2,000 
to Rs 5,000 to its so called public servants It has been 
well said that India is a bullock cart country with a 
Rolls Royce administration In no other country of the 
world are the public servants so highly paid as m India, 
and TriHin is one of the poorest countries 1 If the salaries 
of the public officials are scaled down, much useless 
expenditure can be easily avoided There is no reason 
why the public servants of our country should live in 
lordly style, while the masses who are their masters 
should have to live only on one meal a day 

But mere economy in expenditure will not do The 
States should try to utJise new sources of revenue to 
augment their resources One such source is the Death 
Duty It IS a direct tax, and has been levied in every 
advanced country of the world There is no reason why 
this duty should be levied at such low rates as has been 
the case in India 

Sources of revenue of the local bodies 
The people have to pay taxes not only to the Govern 
ment, but also to the various local bodies existmg in the 
country In India, there are two sets of local bodies 
One set has been entrusted with the task of administer 
ing the affairs of the cities and towns There are 
corporations in the big cities and municipalities in other 
towns The other set is busy with the affairs of the 
villages and other rural areas These are District Boards 
and otlier subordinate boards 

Municipalities The taxes levied by these local 
bodies can be divided into four groups First in 
importance come the taxes on property or land The 
ipahties derive a large revenue by levying a tax 
uses and their sites situated in the municipal 
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area's This is usually levied at the rate of a certain 
percentage on the value of the propertiees of the rate- 
payers Secondly, these local bodies levy taxes on trade, 
such as octroi duties, terminal taxes, toll=, etc Octroi 
duties are taxes levied by the munici- 
Octroi duties palities OH goods brought into or taken 
out of the municipal area The^e 
are like the import and export duties levied by a 
mumcipalitv Tolls are the charges which individuals 
using a particular road or crossing a bridge have to pay 
for the privilege of using that road or bridge Octroi 
duties are important sources of revenue for the mum 
cipalities These are collected through the agency of 
the railways, or directly by the agents or the mumci 
palities There is much criticism of the«e duties "When 
they are imposed on the neces«anes of life, the burden 
on the poorer classes becomes heavy Being indirect 
taxes on commodities, they are inequitable in incidence 
They impose greater burden on the poor than on the 
rich Moreover, the process of collection of the«e duties 
subjects the tax payers to a great deal of inconvenience. 
Thirdly, they derive some revenue by levying fees and 
issiung licences The«:e charges are usually made in 
return for some specific services rendered to the indivi 
duals by the local hodie'= For example, the mumcipali 
ties charge fees for supplying water, and scavenging 
fees for camtary purposes A fee is also charged on 
account of the lighting of the road'' Licences for musical 
halls, vehicle's, dogs, etc , are granted in return for the 
paymest soiiie isosey Fourthly, ffrev hvy certain 
taxes on per'son's, such as the licence fee" for profe<5sions, 
trades and callings, etc Tho'se who tal e up any profes 
■=ion or calling have to take a licence from the local 
bodv after paying money to the latter Fifthly, the 
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grants from the government form an important source 
of revenue for the mumeipahties These local bodies 
also obtain grants of money from the State Governments 
for specific purposes like improving water supply? sinking 
tube wells, etc Lastly, they obtain some revenue from 
miscellaneous sources For example, they levy a tax on 
cycles, and derive some revenue from municipal pro 
parties like markets, slaughter houses, etc 

They spend their money for the following purposes, 
VIS , construction and repair of roads, bridges, parks, 
etc , water supply and drainage , maintenance of 
hospitals, dispensaries , vaccination education, espe 
cially primary education, etc The municipalities have 
to look to the lighting of the streets and to make 
suitable conservancy arrangements, etc 

District Board These derive their revenues from 
many sources The most important source is the cess 
levied on land This cess is levied at 
Land cess a fiat rate (as so many pice per rupee) 

on the total rent paid bv each owner or 
cultivator It is collected along with the land revenue 
by the agency which collects land revenue Since this 
cess IS levied at a flat rate, it proves more burdensome 
to the poor than to the nch Secondly, the Boards derive 
some revenue from tolls on roads, femes and bridges 
Thirdly, they derive some revenue from cattle pounds, 
melas and exhibitions, etc Fourthly, receipts from 
education, medical receipts and income from property 
also contribute to the revenues of the Boards Lastl>, 
they also obtain grants of money from the government 
for various purposes 

The mam items of expenditure are the following 
First, the Boards spend a large «;um every jear on the 
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construction and maintenance of roads and bridges 
JNest comes expenditure on primary schools, tols and 
muktabs or Madras'sahs The Boards have to spend 
money on the construction and maintenance of hospitals, 
dispensanes, and for the improvement of public health 
in the Milages Another item of expenditure is the 
maintenance of \ etennary hospitals, cattle pounds, the 
holding of fairs, melas, etc , etc 

Causes of low incomes As in the case of the State 
■Government, these local bodies also suffer from made 
qnate funds The resources of these institutions are 
Titterly insufficient for carrying out Schemes for improv 
mg the public health and for educating the masses 
■What are the causes of such low incomes of local bodies ’ 
The first reason is the extreme poverty of the general 
mass of the people Unless the incomes of the people 
increase, our taxable capacity is bound to be low 
Secondly, the local bodies have been left with restricted 
sources of revenue Thirdly, local bodies have also shown 
an extreme unwillingness to develop all their sources 
■of revenue to the fullest extent For example, the tax 
•on houses and land is levied at a low percentage This 
has been due to the unwillingness of the elected repre 
sentatives to displease the ratepayers Lastly, our local 
bodies have not developed trading services and enter 
prises as in other countries In the west, many local 
bodies own and manage gas companies, tramways etc , 
and derive large re\ enues from them Our local bodies 
have not ;iet utih'ifd these spujves 

How to enlarge the resources of the local bodies 7 
The Taxation Enquiry Commission suggested that the 
following taxes should he left for the exclusive use of 
the local bodies (a) taxes on land and building, 
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(b) the octroi, (e) taxes on vehicles which are not 
mechanically propelled (* c , on carts, horse drawn 
carnages etc ), (d) taxes on animals and boats, (e) taxes 
on professions, trades, callings and employments, and 
(f ) taxes on advertisements other than those pubhshed in 
newspapers In addition, the state governments should 
allow the local bodies to levy two other taxes,, the theatre 
or show tax and the duty on the transfer of property 
Moreover, not less than one fourth of the proceeds from 
the motor vehicles tax should he distributed to the 
mumeipalities and district boards, and not less than 
fifteen per cent of the land revenue to the village 
panchayats and rural boards The State governments 
should also provide grants in aid to the local bodies and 
the amount of grant m aid should be such that, after 
talang into account its own resources, the local body 
will have fairly adequate finance for discharging its 
obligatory and executive functions Such grants would 
be of two types, — basic grants and specific grants Basic 
grants are to be spent for the general purpose of the 
local bodies and are to be fixed in amount for a number 
of years Specific grants arc to be sanctioned for parti 
cular purposes such as, say, the spread of education, or 
the provision of water supply etc In the case of the 
bigger mumeipalities which cannot carry out essential 
projects of water supply, drainage, slum clearance etc , 
for lack of capital funds, the State governments should 
grant loans to them directly 



CHAPTER 19 

MISCELLANEOUS PROBLEMS OF INDIA 

Originally fammes meant a "severe scarcity of food 
in a partieular part of the conntry When crops failed 
for a reason or t^ro, the people had to suffer from 
scarcities of food No means were available for bringing 
food from other distant parts of the conntry which were 
fortunate in growing good crops Failure of rains in all 
parts of the country was an extremely rare occurrence 
Even when there was a failure of rains in one part of 
the country, the other parts generally obtained good 
rams and good crops The means of rapid commiuuea 
tion were very few There was on absence of good roads 
linking all parts of the country The railways were non 
existent Hence when there was a scarcity of food in 
one part of the country, food could not be rapidlv trans 
ported to that part from the other areas The people of 
that area had to die of hunger and starvation 

But now a days famines are no longer famines of 
food If there is a failure of crops m any part of India, 
Now a-daj-s fam quantities of food can be brought 

mes mean scar to that part quicUy through the rail 
city of money or ^avs and steamers, either from other 
employment. areas of India, or from foriegn countries 
Famines are realhf fammes of money o) of employ 
ment, not of food People die of starvation mainly 
hecss^e they dc? jayf any money wirti which to 

buy food 

Causes The causes of famines can be divided into 
Inadeqaate or two part's — ^immediate or phv«ical 
excess ve rains eau'ses, and real or economic cau'^e'^ 
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The immediate caii«e of fammes is the failure of 
crops Crops \nll fail, if, due to any reason, there is 
inadequate rainfall in the country If 
Deforestation the monsoons supply small quantities of 
rams, or if the rains do not come timely, 
or cea^e earlj, the fields become dry for want of water 
The crops will fail The same result will occur if there 
are excessive rams, and floods destroy all crops 
Secondly, it has been stated by many authorities that one 
of the important reasons of inadequate 
Insect Pests Or excessive rams vs the deforestation 
of the country If the people cut down 
all trees in a forest, especially in or near the lulls, there 
will either be inadequate or excessive rains in the 
country Lastly, famines will occur when locust pests 
or other insects destroy the crops in any area 

All the^e causes are responsible for the failure of 
crops But we know that famines are no longer famines 
of food, but of money The real cause 
I famines ts the extreme poverty of 

the general masses The causes of 
such poverty are not far to seek The vast majority of 
the people live on agriculture The number of people 
who depend on land for their livelihood 
mdiTs^rics has increased con«-iderably owing to the 

decline of the old cottage industries 
So the pres'iure of population on land has increased 
But the incomes derived from land are extremely meagre 
We haae ceen that the output per acre 
Absence of se m India IS practically the lowest in the 
occupy -world As a result of *5uch low produc 
tivity, incomes of the agriculturists are 
very small They do not follow any other secondary 



MISCELLANHOtS PROBLEMS 


INDIA 


221 


occupation and so cannot add to their incomes The 
incomes earned by the cultivators are 


Thriftless 

habits 


insufficient for their daily needs More 
over, o'wing to their thriftless habits, 


the cultivators squander a^ay their «niall incomes in 


giving caste dinners on the occasion of marriage or sradh 
ceremomes Hence they cannot sa\ e anything As they 


have no savings, they do not possess any monej to buy 


food when there is a failure of crops 


Remedies for famines The chief remedies for 
famines are two, — viz , adequate water supply and 
increased money incomes If arrange 
wSs ments are made to supply water in 

sufficient quantities to land, failure of 
crops will be rare Steps should be taken to construct 
more irrigation works— more tanks and more canals 
In this way, our dependence on the monsoons conld be 
reduced Secondly^ steps should be 
taken to stop the indiscriminate cutting 
down of the trees in the forests Forests 
induce rainfall and so the government should strictly 
follow the policy of conservation of forests Thirdly^ 
the dramge system of the country should he scientifically 


studied, and suitably improved In that 
Improved dram excessive rainfall mil not 

always flood the whole countryside. 
The excess water would then be carried easily through 
these drams to the sea without damaging the crops 
Destr t f tke govermnent should con- 

locust pests research, and devise suitable 

measures to deal with the locust pest 
and other msect pests These will not can've the destruc 
tion of the crops Lastly, more railways and more roads 
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should be constructed, ImlriTi g every part of the country 
Belter communi "With other areas If there is a failure 
cation of crops in one place, food can be easily 

brought from other parts where crops are more 
abundant 

Above all, tt ts absolutely essential to solve the 
problem of poverty Famines are caused by poverty 
Unless the money incomes of the masses increase, it is 
idle to expect a proper solution of the problem of 
fammes Too many people try to live 
Development of on land Unless the pressure of popu 
lation on land decreases, agricultural 
productivity will not increase So steps 
should be taken to develop cottage industries end other 
big industries so that the people who leave the land may 
be provided with suitable jobs 
Secondly, the various agricultural 
ments improvements, which we have discussed 

before, should be adopted These would 
result in increased agricultural productivity The 
incomes of the cultivators would then nse Lastly, the 
cultivators should be properly educated They should 
be taught the virtues of thrift 

Organisation of famine relief Famines cause intense 
suffering to a large part of the population Many die of 
hunger and starvation Cholera and other epidemic 
disease follow m the wake of fanunes These also carry 
off large numbers of people The British Governmen^t 
m India had never acknowledged its obligation to pro 
vide work for all the people of the country But it had 
undertaken the ta'^k of providing relief to the people 
during famines The measures taken by the government 
to combat famines can be divided into two parts, — viz , 
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the immediate problem of giving relief during famines, 
and the ultimate measures of prevention of famines 

The government takes the follovung measures to 
give relief during famines Before arrangements foi 
relief can be undertaken, it is necessary to find out 
■whether a famine has occurred or not 
Famine signals So the government officials study the 
monsoon forecasts Officials in different 
parts watch the actual amount of rainfall in the districts 
The first signal of famines is a failure of rams, or an 
ei.cessive rainfall leadmg to a failure of crops When 
crops fail in any part, prices of foodstuffs rise , the 
number of thefts and robberies increase 
Too many people take to beggmg These 
are the signals for famines Wien 
these signals become prominent, the government under 
stands that a famine is approaching Then comes the 
second stage The government declares its famine 
policy It enlists the help of the non officials, suspends 
the payment of land revenue Steps are taken to organise 
public chanty 

Test works are then opened in the affected parts 
The object of these test works is to find 
Test works out whether there is farmne or not If 

there is famine, a large number of 
people will flock to these test works These are then 
converted mto relief works 

The second stage then begins The villages are 

Poor houses requinng rehef is prepared Poor 
houses are started to give free food to 
the old people, the mfirm and the children, i c , to all 
tho^e who cannot work 
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Relief IS also given to the women folk and the people 
belonging to the lower middle classes The able bodied 
men are given work and proper wages For this purpose 
small public works like the construction of roads are 
undertaken 


To cope with the danger of an outbreak of cholera. 
Medical relief medical and sanitary staffs keep 

thcmsehes in constant readiness 

The last staqe begins with the fall of rams in June. 
The people are then transferred back to the villages 
where arrangements for relief are made. 
uS'av "loTns government advances large taTcMvi 

loans to the cultivators to enable them 
to purchase seeds, cattle, etc After the crops are 
harvested, the relief centres are closed If the crops are 
good, there will no longer be any necessity for relief 

These are the steps taken to provide immediate relief 
when a famine breaks out The government has also 
adopted certain measures which are 
' fion^works*”**^ designed to prevent the occurrence of 
famines For this purpose, the govern- 
ment has constructed protective irrigation works so 
as to supply water to the fields after a failure of the 
rams Secondly, the government has 
constructed a chain of railways to 
render the task of famine relief easier. 
These will enable the government to send food qmckly 
to the famine-stricken areas from places of plenty. 

Thirdly, the government has started a 
fund known as the famine insurance 
fund Every year a certain sum of 
money is set aside from the general revenues, and 
allotted to this fund It is utilised for the purpose of 


Protective rail 
ways 


Famine insur 
ance fund 
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construction of protective irrigation works and railways 

and of actual relief operations Lastly, 
Adoption of im vanous measures for the improve- 

proi ements 

ment of agriculture which have been 
adopted by the government may be said to fall in this 
das'! For, ultimately the problem of famines cannot 
be solved unless the incomes of the vast majority of the 
people rise from their present wretched level 

The present food problem India is predominantly 
an agricultural country But it is one of the ironies of 
situation that she has to face verj' great difficulties in 
feeding her millions She has been forced to import food 
grains from a long time, and it is the stoppage of these 
imports of food grams, coupled with some failures of 
crops that was responsible for the Bengal famine of 1942 
Large imports of foodstuffs have created very great 
problems for our balance of payments 

This shortage in food supply should not be looked 
upon as a temporarj problem India’s food problem is 
not the result of a temporary disequilibrium between 
snpplj and demand It is a long term problem and is the 
lesult of the e\er growing pressure of population on the 
food supply In fact, even befoie the last world war, 
India has begun to impoit food from othei countries 
ilanv factors are responsible for bringing about such 
a state of affairs In the first place, the population of 
the countrj has been increasmg at a very high rate since 
1921 Between 1921 31, the increa'^e was 11 per cent ; 
during 1931 41, the rate of increa'=e was 14*3 per cent 
and for 1941 ol, it is 12*3 per cent But sown area per 
person has shown a steady tendency to decline Between 
1931 to 1951, sown area per pei«on declined from 
1*04 acres to *84 acres iloreover, the a\ailable figures 
point to the conclusion that the average yield of certain 
n— 15 
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food crops has also been, declining during these years. 
Agricultural conditions have reached, more or less, a 
stagnant state, and the production of food crops has not, 
therefore, kept pace with the growing population 

The situation has been aggravated by two partitions 
carried out since 1935 The separation of Burma from 
India reduced the food supplies by 1 3 million tons 
It particularly affected tlie supply of nee in which India 
IS more deficient than m the supply of wheat The 
second partition of 1947 deprived India of large food- 
growing areas and it has been estimated that as a result 
of the establishment of Pakistan, our internal supplies 
of foodstuffs were reduced by 77 million ton® 

While the position was already very serious it has 
been further aggravated by a senes of misfortune 
suffered by the country In the states bordering- 
Pakistan, the problem was complicated by the influx of 
large numbers of refugees from Pakistan These 
refugees had to be fed and supported by the State 
Governments Another nusfortune was the continuing 
absence of good rains in different parts of the country, 
and the occurrence of flood in some areas The failure 
of the monsoons for «:eveial years was responsible for 
the emergence of famine conditions in Bihar and some 
areas of South India 

There was also a shortage in food production 
throughout world, especially with regard to nee The 
output of nee did not keep pace with the growing needs 
of the world Hence it became increasingly difficult to 
import foodstuffs in sufficient quantities to relieve the 
shortage in India The necessity to import food created 
serious problems as our exports were not sufficient to 
pay for tl^e imports including imports of foodstuffs 
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The government has sought to deal -with the problems 
of food shortage in various yays In the first place, it 
adopted the policy of rationing of foodstuffs in 
short supply, thereby limi ting the demand as far as 
possible, and thus preventing abnormal increases in food 
prices Secondly, it adopted a senes of measures to 
increase the locally available supply of foodgrains The 
‘grovr more food’ compaigns were speeded up and gov 
emment grants and prizes were given for the purpose 
of improving the yield of crops As a long term measure, 
various multipurpo''e projects like the Damodar \ alley 
Corporation, the Hirakund Dam Project etc , have been 
undertaken for the better irrigation of lands When 
these projects will be completed, they will provide im 
gallon facilities for large areas and will increase the 
yield of crops Lastly, government is trying to import 
as much food as is possible to secure from other countries 
of the world 

The fir^t Five 1 ear Plan therefore, rightly assigns 
the utmost importance to the development of agriculture 
The shortage of foodgrains and raw materials is at 
present the weakest point in the economic orgam'^ation 
of our country It wiU not be possible for India to go 
on for a long time importing food m large quantities 
from foreign countries A real solution of the problem 
must come along these lines But the problem of ever 
mereasing population must be faced and solved by the 
country It is clear that under present condition the 
existing rate of increase of population does not strengthen 
the economy but in fact weakens it So unless the people 
are educated to adopt measures for the reduction of the 
birth rate, and so check the growth of population it will 
be difficult to find a real and lastmg solution of the food 
problem 
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Commimity Projects The reorganisation of the 
village life has alv ays been regarded as a most pressing 
problem in India Our country is essentially a land of 
villages, and 83 per cent of the population live in the 
village It is with a view to provide a new pattern of 
living for the villages that the Commumty Projects have 
been adopted by the Government of India The central 
aim of these Projects is to effect an all round improve 
ment in the organisation and living in the villages The 
scheme is to be applied to a number of selected villages 
for this purpose At present there are 55 Projects cover 
mg 17,500 villages and 12 million people, and there are 
prospects of a possible doubling of the number of Pro 
jects within one year and a possible increase to 600 
Projects m four years eo\enng 120 million people 

These Projects are different from the ordinary rural 
reconstruction measures in that they are all embracing 
and multipurposu e Their concern is not with one parti 
cular aspect of the village life to the exclusion of others 
They are comprehensive m cbatactex, and embrace a large 
variety of measures, all of which are to be earned out 
as an integral scheme Since the basic problem is the 
extreme poverty of the people, attention is naturally 
given to measures designed for the purpose of raising 
the level of money incomes in the villages Agriculture 
IS the largest source of wealth m the country, and so 
these Projects aim at raising the level of incomes through 
improvement of agricultural efficiency Hence attention 
IS to be focussed on the adoption of measures of crop 
rotation, use of better quality seeds, composting of 
manure and such other measures These alone will not 
solve the problem as they would provide no remedy for 
the excessive pressure of population on land Hence 
these measures are to be combmed simultaneously with 
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the establishment of industnes m the villages Each 
group of villages is to be linked to a centre of small and 
medium scale industries, which would serve to draw off 
the surplus population from the land These are to be 
combined with such measures as the construction of 
adequate roads, houses, schools, dispensaries, hospitals 
and samtary installations, and the establishment of 
adult education and recreation centres Without a 
reasonable provision of these simple amemties of life, no 
lasting improvement in social conditions can be achieved 
Provision is also made for the setting up in each Develop- 
ment Block of a rural township consisting of one to two 
thousand families, where such facilities as the bank, the 
high school, and the hospital etc will be made available 
These townships will provide a natural centre of gravity 
for the economic, social and cultural life of the block of 
villages The needs of trade, industry, profession and 
services in these areas will open up new fields of employ- 
ment for the surplus rural population These rural- 
cum urban townships are to have water works, electri- 
city, a shopping centre, a post, telegraph and telephone 
office, an agricultural school, a dairy and a poultry breed- 
ing centre, a nursery, a veterinary hospital etc 

Three of those Development Blocks are to be com- 
bmed to form a Project area Each Project area will 
consist approximately of 300 villages and the head 
quarters of the Project area will be called the urban- 
cum rural toivnship The«e townships will consist of a 
Ba-^ic Teachers’ Traimng College, a Technical Training 
centre, a tractor service and supply station etc For the 
present, on account of financial stringencies, the establish- 
ment of the rural cum urban township, and the urban- 
cum rural townships will not be undertaken In Wes^ 
Bengal eight Development Blocks have been established 
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Of these, three are in the Birbhum district, two in the 
Burdwan district, and one each in 24 Parganas, llidna 
pore district and Nadia distnct 

An elaborate organisation is to be set up for the 
effective operation of the Projects But the emphasis, 
throughout the programme, will be laid on the partici 
pation of the people themselves in the working of the 
Project Unless mass enthusiasm is generated for these 
schemes, they will not take root in the soil, and will 
wither away the moment external support is ithdrawn 
The keynote of these schemes will be to stimulate the 
Vitality of the people The people should be inspired to 
look upon the Project as their own, not as something 
foreign thrust upon them by outsiders If they thinlr in 
that way, they will begm to recover their confidence and 
put forth their own efforts for their upliftment 

The expenses of operating one rural Community 
Project of the basic type have been estimated to amount 
to 65 lakhs of rupees Of this amount the dollar expen 
diture will he about Rs 6 5 lalchs and this will be 
provided by the government of the USA, which will 
also provide some techmcal assistance such as the 
services of specialists m agriculture, education, health 
and other spheres 

The success of these Projects will depend largely 
upon the personnel chosen to operate the schemes, and 
on the degree of enthusiasm which is roused among the 
people themselves The officials who are to work the 
Projects would have to learn to enter into their spirit 
and to leave the maximum of imtiative and action to the 
villagers They must be able to guide the people without 
destroying latter’s initiative These qualities are difficult 
to find and to mstil 



CHAPTER 20 

FIVE-YEAR PLANS 


Economic planning has become one of the most 
popular concepts in recent times An economic plan 
refers to a series of proposals formed by a central 
authority for developing the eeononuc resources of a 
country in a systematic manner Its aim is generally 
to raise the standard of living of the 
tVLat IS an eco- people An economic plan involves the 

Jiomic plan ' t 

following points First, there should 
be a central authority which should form the plan of 
development Secondly, the plan should contain pro 
posals or schemes whose aim would he to secure a 
simultaneous and co ordinated development of the 
agricultural, mineral and industrial resources of the 
country Lastly, these proposals or schemes are formed 
for increasing the total production as well as for securing 
a better distribution of the wealth of the country. 

In the capitalist system, there is, under ordinary 
conditions, no authority to plan the development of the 
resources of the country Each businessman is free to 
start any factory or to develop any business he like= 
There is nobody to secure a systematic development of 
the resources This fact causes a great economic waste 
Businessmen will generally produce 
Necessity of a only tho^e goods which are likely to 
bring them large profits But they may 


not produce those goods which are necescary to promote 
the welfare of the people Hence it is essential to form 
an economic plan to secure an all round development of 
the resources The necessity of forming an economic 
plan for India has long been obviou*: The poverty of 
the masses of India is well known It is a common saying 
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that India is a rich country inhabited by a poor people 
Her large resources remain, more or less, unexplored 
In 1938, the Indian National Congress appointed a 
National Planmng Committee for the purpose of formu 
lating an economic plan for the country The Committee 
issued a number of valuable reports on the various 
aspects of our economic system After the achievement 
of independence in 1947, the Government of India set up 
a Planmng Commission in 1950 This Commission first 
published a Draft Five lear Plan m 1951 and invited the 
opimons of all sections of the people on this plan The 
Final Fue Year Plan has been published in December, 
1952 

The First Five Year Plan The Five Year Plan, 
published in December 1952, nas the first of a series of 
plans ^7hlch nere expected to double the per capita 
of the people of India in 27 years It proposed to spend 
a total sum of Rs 2,069 crores over the five years, 
years, 19ol 52 to 1955 56, for the development of 
the resources of the country This sum was to be spent 
in the foUoAving nay 


Table 1 

(In croret of rupees) 

Expenditure 

dunng 

1961S6 


Agr culture and Cornmnnitj 

Development 361 

Irrigation and power 561 

Transport and Communications 497 

Industry 173 

Soc al Services 340 

ifoJih'ch vn ts'5 

Otl ers 62 


Percentage 
of the total 
expenditure 


17 6 
27 1 
24 0 
8 4 
16 4 
4 1 
2 5 


2069 


100 
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In other ^rords, out of the total sum of K« 2,069 
crores, Rs 922 crores, t e , 44 6 per cent, were to he spent 
on the development of agriculture and irrigation, and 
only Es 173 crores would be spent on the development 
of industries The plan, therefore, attached very great 
importance to the development of agriculture Thi‘5 was 
as it should be India is in the mam an agricultural 
country, and about 70 per cent of her population depend 
on agriculture for their livelihood Hence the mcomes 
of the majority of the people cannot be rai'sed unless the 
production of agrieultnial goods increases Secondly, 
agriculture is a basic indiistrv as it supplies food stuffs 
of the people and raw materials for the industry The 
Commission estimated that with the development of agn 
culture, the supply of foodgrains would increase from 
52 7 million tons in 1950 51 to 61 6 million tons in 
1955 56 , that a raw cotton from 29 7 lakh bales in 
1950 51 to 42 2 lakh bales in 1955 56 , production of raw 
jute from 33 lakh bales to 53 9 lakh bales and sugarcane 
from 5 6 million tons to 6 3 million tons, etc 

For the improvement of agricultural production, the 
plan piovided for increased irrigation facilities, the 
application of manures and fertilisers, and the supply 
of better seed's Isew irrigation projects proposed in the 
plan, including tho'se 111 e the Damodar Valley Project, 
Hiral mid Dum Project etc , would increa'se the irrigated 
area from 50 million acres to 69 7 imllion acres The 
plan al'so recogmsed that the organi'sation of agricnl 
ture must al'so be improved So it recommended that 
the farmer's should be encouraged and a's'iisted by the 
government to form co operative farming <=0016116“= It 
al‘=o recommended the adoption of Commumty Develop 
ment Schemes which were to become the agency for the 
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transformation of the social and economic life of the 
Tillages 

The development of industnes “was to be left mainlj 
to private enterprise, and the government would under 
take to develop only a small number of basic industries, 
for example, the setting up of a new iron and steel project 
The private businessmen were expected to in\ est the sum 
of Es 233 erores for the development of various indus 
tries of which petroleum refineries, cement, aluminium, 
liea\ y chemicals etc , were important Emphasis was to 
be laid on the development and encouragement of small 
industries, especially Milage industries The govern 
jnent should assure the supply of controlled raw materials 
to cottage industries The plan proposed to set up a 
Central Institute for research on the problem of i illage 
industries 

The Plan also provided for the expansion of pnmarj, 
secondary, technical and vocational education As a 
result of the expenditure proposed in the plan, the 
number of primary schools would increase by 17 per cent, 
that of secondary schools by 18 per cent, and 57 per cent 
in the case of technical and vocational institutes There 
would also be increased expenditure on medical services 
and on public health In addition, money was to be spent 
on malaria control and for the treatment of tuberculosis 
and other diseases 

How was tins money to be laised ^ The Plan 
estimated that the central government and the \arious 
State governments would be able to raise a surplus 
revenue of Es 738 erores during the five years The 
government would collect another Es 520 erores by 
fioating loans among the public, or through the sale of 
National Savings Certificates etc These two sources 
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■w'ould yield Es 1,258 crores The govenunent had 
alieady got financial help from the 
USA, Canada, Austraha, New Zealand 
and the International Bank to the 
extent of Es 156 erores Thus out of Es 2,069 crores 
to be spent, Es 1,414 crores would be raided in this way, 
leaving a gap of Es 6o5 crores This sum was to be 
raised through either foreign aid or through additional 
taxation, and borrowing If these sources were not 
sufficient to raise the sum required, then the government 
would have to take recourse to what was knoivn as 
“deficit financing,” i e , meeting the deficit by printing 
paper currency notes 

When this sum of money would be spent, the national 
income of the country would increase by 11 per cent at 
the end of 1956 But as during tbe«e five years, the popu 
lation of the country is expected to increase by 6 5 per 
cent, the actual per capita income would increase by a 
little over 4 per cent over this period, which was certainly 
not a perceptible increase 

The Five Tear Plan was certainly a well reasoned 
scheme, and marked a substantial improvement over the 
proposals made in the Draft Five Year Plan It was 
basically correct as it gave topmost importance for 
agricultural development Though the expenditure on 
mdustnes was increased in the Final Plan over that in 
the Draft Plan, there were people who felt that a greater 
pace of industrial development ought to have been pro 
vided for in the proposal*? The Plan was no doubt 
modest "But it marked oiily the heginmngs oi a senes 
of plans Modest begmmngs do not always connote 
small end results 

Progress of the First Five Year Plan The first 
plan period ended in March, 1956, and the country is 
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now busy with the Second Plan What have been the 
achievements of the First Five lear Plan f Though 
five years are gone, statistics relating to the progress of 
the Plan have been published only for four years So 
we propose to esamine the progress of the First Five 
Year Plan m the first four years of its operation 

There is no doubt that the Indian economy has made 
remarkable advance in the^e years Some of the targets 
laid down in the plan haie already been reached by the 
end of 4 years For example, the first plan proposed to 
increase the output of food grains by 7 60 million tons 
in five years At the end of 4 years, the production of 
food grains increased by H 60 million tons The target 
for the production of raw cotton was set at 1 26 million 
bale® whereas m 4 years, its output has increased by 
1 3D million hales Similarly, it was proposed to secure 
an increase in the production of cloth by cotton mills 
by 982 million yards But in four years the output 
o£ cloth increased by 1328 million yards In certain other 
w of production, the targets of production are nearing 
ulfilment There has also been good progress on the 
'industrial front Five of the major state enterprises, 
VIS , the Hindusthan Cable Factory at Eupnarainpur, the 
Hindu®than Machine Tools Factory at Julahalti, the 
Penicillin Factory at Pimpri, the TJ P Government’s 
Cement Factory and the AI P Government’s Newsprint 
Factory have already started production from the year 
19o4-5o Some entirely new products have been pro 
duced for the first time in this country 

Wlule these are all good features, there are sectors 
w.bexe, the. 'uitiinL baa. fex sli/yik of. tjjft 

targets Tims the output of finished steel, jute manu 
factures etc has increased by comparatively smaller 
percentages The increase in the area under irrigation 
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in fi\e years ^vas planned at 19 7 million acres But 
actually it increased by only 10 30 million acres in 
4 years Another bad sign is the increase in the \ olnme 
of unemployment in the country Unemployment ha'' 
increased both m the urban and the niral areas To cope 
with this situation, the government rented the plan and 
adopted new «ehemes costing about Rs 300 crores 
designed specially to cope with the problem of unemploy 
ment 

In spite of these draw backs, the Planmng Com 
mission has estimated that by the end of 5 year", the 
national income of the country would mciease bv about 
18 p c in the place of the estimate of 1 1 p c included in 

Plan P^T capita, incomes would al«o have iucTe&«ed 
by about 10 p c during this period The first Plan may, 
therefore, be said to have strengthened the economy a 
good deal and has thus set the stage for a bolder pace 
of development 

The Draft Second Plans It is against the back 
ground of the^e factors that the Planning Commi««ion 
proceeded to draw up the Second Pne Tear Plan The 
First Plan u as to end by Jlarcb, 19o6, and about a year 
before that period, a Draft Planframe, ba^ed on a draft 
prepaied by Prof P C Mahalanobi", was published It 
was felt that time had arrived for increasing the planned 
expenditure considerably beyond that incurred during 
the first Plan The planframe, therefore, provided for a 
total expenditure of Rs 4,400 crores in the public "ector, 
and Rs 2 000 crores. in the private "ector This would 
■cau"e a ii"e m the national income hy 2o p c over the next 
five years, i e , at the rate of o p e per veai, and provide 
new jobs for about 10 million people As agricultural 
output has considerably increased, more attention was 
to be given to the development of Industrie" As 
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industries cannot be set up 'without nnebines, the plan 
frame provided in the first instance for large investment 
expenditure on the de\ elopment of machinery industries 
and other basic industries 111 e iron and steel etc At 
the same time greater attention was to be given to the 
development of household and handmade industries 
which would be expected to produce all the additional 
consumers goods that would be needed m the next five 
yeais The development of such industries would require 
onlj small amounts of capital and at the «ame time 
provide more jobs for the people 

These provisions of the draft planframe •were widely 
disou'sed and the Planning Commission circulated 
another volume called the Draft Second Plan In this 
plan the total investment expenditure was further 
increased to Es 4800 crores even though a number of 
economists expressed the fear that the financing of the 
draft planframe would be beyond our present resources, 
and would ln^ olve inflationary rise in prices Otherwise 
the mam outlines of the draft planframe remained 
almost the same in the draft second plan 

The Second Plan The final version of the Second 
Five'iear Plan was presented to the Parliament in 
May lSo6 It provided for a total expenditure of 
Rs 4800 crores in the pubhc sector and Rs 2400 crores 
in the prnate sector making a grand total of Es 7200 
crores in the next five years The objectives of this plan 
are to raise the national income of the country by 25 p c 
m the next five years and to provide new jobs for about 
10 to 11 million people After the Second Plan is over, 
the economic condition of tfie country wouicf improve 
to such an extent that we would be able to increase the 
rate of investment expenditure so as to double the 



